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The Trend of Events 


WE NEED PROFITS .. . There has been so much recent 
talk about “profits” in war time we are beginning to 
wonder if there are some Americans who are under the 
impression that it is a sin, or a sign of un-Americanism, 
even to mention the word profit in the same sentence 
with that of war. Well, it isn’t. 

American business knows two things. First, that all 
the profit in the world would be valueless if we lose the 
war. Second, that there isn’t going to be any “big” 
profit made out of this war. But American business, 
because it is predicated upon the system of free enter- 
prise, knows that a primary reason for retaining profit 
is to protect the Government. If profit was banished 
entirely, what incentive would there be for business- 
men to hold down costs? Costs would rise and the 
expense of the war would be multiplied many times. 

Business understands this and the Government should. 
But politicians, apparently seeking to appease majority 
vote groups, keep harping on war profits. The House 
Ways and Means Committee proposal to levy a 94 per 
cent tax upon arbitrarily determined “excess profits,” 
and a 40 per cent normal and surtax upon the balance— 
doesn’t go far enough to suit some of them. Why leave 
any profit at all? 

It was pointed out recently by a steel company that, 


if it granted a $3,000,000 wage increase demanded by its 
employees, even under the tax rate proposed by the 
Treasury, its own net income would be cut by less than 
$300,000, but its taxes would be reduced by fully 
$2,700,000. Under the plan of the House Ways and 
Means Committee this company could grant the pro- 
posed wage increase at a cost to it of only $168,000, 
while its tax payments would decline by more than 
$2,800,000. 

If war industries, deprived of the privilege of making 
profit, meekly submitted to the many demands for wage 
increases, particularly with no ceiling placed upon wages, 
the cost of the war would rise alarmingly. 

America is entitled to protection from profiteers of all 
types, but the way to protect America is to see that a 
fair profit remains in doing business with Uncle Sam 
because otherwise war costs will rise, incentive to econo- 
mize will disappear and inventive genius and free enter- 
prise will be exposed to a death blow. 


BROADEN THE BASE... After months of study the 
Treasury proposed a tax program utterly unsuited to 
the growing need for “mopping up” inflationary purchas- 
ing power in the hands of the consuming masses. Now 
Secretary Morgenthau belatedly and reluctantly sug- 
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gests a substantial lowering of income tax exemptions: 
specifically, that present exemption of $750 for single 
persons be reduced to $600, $1,500 for married persons 
to $1,200, $400 credit for each dependent to $300. This 
still is not the answer. 

This program would bring in 6,900,000 new low-income 
taxpayers and increase total revenue by $1,100,000,000— 
but only $100,000,000 would be raised from the new tax- 
payers. In other words, this is a plan to soak the exist- 
ing minority of income taxpayers to the tune of another 
$1,000,000,000 on top of previously proposed increase 
of more than $3,000,000,000 which is on top of even 
heavier levies under existing law. Of the proposed fur- 
ther increase of $1,100,000,000, the present taxpayers 
would provide over 90 per cent. 

It is an excellent idea to broaden the income tax base 
by bringing in as many people as possible. But the sug- 
gested change is otherwise inconsequential. The added 
$100,000,000 to be taken from new taxpayers is almost 
absurd when considered in relation to either revenue 
needs or the inflation problem. It is highly improbable 
that Congress will accept this suggestion in any form 
and even more improbable that in one boost it will load 
another $4,000,000,000 on present personal income tax- 
payers. 

Evidently Mr. Morgenthau is still doing his thinking 
pretty largely with the New Deal pre-war tax mentality. 
To that mentality a sales tax—which might better be 
called a consumption tax as it is in England—is unjusti- 
fiable in war time or peace time. But we shall come to it 
because it is common sense, and it might as well be now. 
It is necessary and desirable to reduce civilian consump- 
tion for the duration. A consumption tax is a simple 
and effective way to do it. It would raise far larger 
revenues than a lowering of income tax exemptions. 
Since it’s a pay-as-we-consume tax, paid a few pennies 
at a time, it is easier for low income consumers to absorb 
it than is any annual income tax, however low. Long 
experience with sales taxes in many states and with the 
Federal excise taxes proves the point conclusively. 


GOOD OLD ICKES! ... The admirers of Secretary of 
the Interior Harold L. Ickes are not too numerous, and 
have not included us heretofore. But now this gentle- 
man amazes us with words of praise for the manner in 
which the oil companies and the railroads are striving 
to meet the oil shortage in the east. So at least in this 
instance it gives us real pleasure to agree with him. 
Here is what he said: 

“Thanks to the perfectly amazing achievement of the 
oil companies and the railroads, approximately 600,000 
barrels of oil daily moved by tank car to the east coast 
during the week ended April 18, and an additional 
175,000 barrels reached the same destination by other 
overland or safe water transportation.” 

That delivery of 600,000 barrels of oil daily by rail- 
road tank car is a remarkable achievement can be 
realized more graphically when it is noted that this is 
three times as much oil as could be delivered daily by 
the proposed two-foot diameter pipe line from Texas 


to the east coast, which would take a year to build. 

Mr. Ickes has set an example that other Federal offi- 
cials ought to follow. “Perfectly amazing achievement” 
in this war effort is not confined to the oil companies 
and the railroads. Wonders are being performed by hun- 
dreds of large corporations participating day and night 
in our war production drive. Even “filthy rich” corpora- 
tion officials can be encouraged by deserved praise. 


WORKERS NOT CASH .... Even though President 
Roosevelt calls for and receives an additional $35,000,- 
000,000 for the Army and Navy, bringing our military 
expenditures to the neighborhood of $200,000,000,000, 
the appropriation itself won’t win the war. Money, even 
such huge sums of it, must actually be translated into 
delivered ships, tanks, planes and other munitions before 
it can make a dent in the armor of our foes. Dollars can 
buy bullets; but first the bullets must be made and then 
fired with deadly accuracy. 

We are fortunate, of course, in being able to produce 
such a vast amount of money for war purposes. No 
other nation can. But we must also produce the men 
and the machines to convert this cash into weapons. 

Chairman Paul V. McNutt of the War Manpower 
Commission tells us that between now and the end of 
the year 10,500,000 additional workers will be needed 
in war industry. At present we have about 7,500,000 
workers engaged in such activities. That means a total 
of 18,000,000 war workers, a figure far beyond earliest 
estimates. The bulk of these war workers will need 
training; skill or experience, and that means a colossal 
job of training personnel. 

Our present vocational program, including 3,750,000 
enrollees to date, is far inadequate. Curtailment of non- 
essential production is just beginning to take effect. 
To provide war workers we will have to accelerate the 
transition of industry. We will have to increase the 
number of trainees. 

While we are increasing the number of workers we 
must take cognizance of the fact that, as our army 
expands, more and more men will be called to the colors 
direct from industry. The statement of General Hershey 
that men would not be exempt from military duty on a 
strictly occupational basis still holds good. This means 
our new labor program must include more and more 
draft exempt persons, draft exempt because of age or 
other physical handicaps, as well as women. That must 
be borne in mind in organizing classes of trainees for 
there is little profit in training a worker only to lose him 
to the Army. 

Labor may prove a far more serious bottleneck than 
lack of ships, lack of machines or any other factor, if 
adequate steps are not taken immediately to insure a 
steady stream of trained or semi-trained personnel to 
step into war plants as fast as they can be converted 
from civilian industries. Our way of living has been 
upset by rationing and other war time methods, we will 
have to pry loose thousands from peace time jobs and 
put them on the “firing line” of war industries, or all the 
billions Congress can appropriate will be meaningless. 
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BY CHARLES BENEDICT 


WORLD SHAKING EVENTS 


Omy fifty-odd years ago we were opening up the 
West, laying the foundation for a great civilization. In 
this short space of time we have gone through the whole 
gamut of experience:—a complete cycle from pioneer- 
ing and development to the highest expression of man’s 
genius and forms of civilization—even of decadence. 

And now we are facing a crisis of world shaking pro- 
portions, so grave that our life as a nation and as a peo- 
ple stands in jeopardy. 

It seems fantastic to contemplate that we should 
have arrived at this point so soon in our history. For 
there is every evidence that our energies are not spent, 
that our virility is strong and potent. 

Only a short time ago we seemed unprepared to meet 
this great challenge to our survival—yet already we are 
overcoming the hurdle of production, while the magnifi- 
cent spirit of our fighting men stands out as a shining 
light, an inspiration to all of us on the home front. It’s 
clear, we need have no fear. 

This evidence of strength belies the malicious charges 
of decadence levelled against us by our enemies. Be- 
cause of wishful thinking they did not reckon with the 
fact that this generation is too close to the earth, to the 
pioneer spirit, to have been so weakened by spoiling 
that it could not meet a major crisis when it came. Our 
enemies did not realize that with the financial collapse 
of 1929 came the regeneration of our youth; that a new 
generation has come into being. 

The young men and women of age today see life with 
clear eyes after a decade of being obliged to make their 
own way in a major depression. They have met the 
realities of life in a manner that would have been diffi- 
cult for their ancestors of the lush days of the 1890’s and 
the boom times of the 1920’s. With wholehearted sup- 
port from us today they will create greater beauty than 
was ever left behind “in the good old days.” 

These young people are doing their job on the battle 
field. Let us do our part at home without stint and with 
all our hearts. We must perform miracles for them so 
that this land of ours will be wholly theirs in which to 
live happily, reproduce themselves, build their own 
future and leave a heritage of freedom for those who 
come after them. 

These young men on the fighting line are from every 
home in the land—from the homes of the poor and the 
rich, the laborer and the executive, and those who work 
in the fields. It is their children who are doing the fight- 
ing and shedding their blood. How, therefore, can they 
come threatening with demands for higher wages, higher 
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prices for farm products—or for special privileges for 
any group under these circumstances? 

The showdown is close at hand. Whether we win or 
lose this war depends upon how (Please turn to page 151) 











An Authentic Letter from a Soldier to Al 


His Mother 
Air Field, 
B. I. 


Dear Mom: 


| got your letter just now and am hastening to 
answer. What's the use of kidding myself or any- 
one else?—So, there are two facts to start with 
primarily: 

1. There is a war to be won. 

2. I'm in the Air Corps. 

Thus: 

(1) We've got to win the war, and if | am cap- 
able of serving to win, to hell with anything else. 
You can't come out first and best in this mess, 
with anything short of an all-out effort; 

(2) Right now, when my number is up, it will 
be wherever | am. They bomb airports — sink 
transports, etc. 








(3) | want to live, but not if this country should 
lose. I'm no hero, or anything like it.- We all should 
have a shoulder to the wheel, not just a finger. If 
it takes everything I've got to push it—I'W push it 
or bust. Any effort on my part will not be half ef- 
fort because we will never win this war with every- 
one wanting to serve in the finance office in Wash- 
ington. 

(4) My eyes are penney not good enough to be 
a pilot. | hope they are. I'll be a navigator or 
something. 

(5) This war cannot be won taking into regard the 
feelings of others. I'm sorry if you will worry, be- 
cause it's foolish to do so. | am not worried and 
if you have to worry a while, it's better than being 
beaten. 

This probably sounds very patriotic. | don't mean 
it to, as the people who sound that way are those 
that are in favor of sacrificing everything of every- 
body else's. 

Therefore, please don't worry. And write me 
soon. 

Love, 




















sen 


peta 


BB sue Ey 


Fe TS pet ete ea ee ee ee a ee ee 


> aa a 


a 


SPRATT ER ten se Aa 


i ses BO Sak Be ST ARB TRA AT Wa oh MIKA 





What Market Action To Take Now 


The present technical evidence is favorable but in the face of great spring 
war uncertainties purchases should be confined to reactionary periods, 
should be highly selective and should not utilize total available funds. 


BY A.T. 


Summary of the Fortnight: In terms of the Dow- 
Jones industrial average, the market looked better than 
it was, reversing the situation on the February-April 
decline. Higher priced non-war stocks set the pace. The 
war babies looked like war orphans. So did the rails. 


Detias after our last previous analysis went to press, 
technical measures which command our respectful at- 
tention gave favorable and positive evidence on inter- 
mediate trend indications for the first time in some 
months. This coincides with the putting behind of the 
phase of maximum fear as regards corporation taxation 
as a general market factor, and with the development 
of more favorable war news. 

We think the chances are that bottom has been seen 
in the averages for some time to come and that selected 
equities are a buy in any nearby periods of minor reac- 
tion. Yet we feel impelled to say that our actual bull- 
ishness — as contrasted with our hopes— is somewhat 
restrained. 

Technical measures reflect what buyers and sellers 
are doing in the market—that is, their present judg- 
ments and emotions. No technical method can forecast 
what Hitler or the Japanese may do and when, nor what 
the consensus of buyers and sellers will be a few weeks 
hence. From the investor’s point of view, therefore, the 
greatest inadequacy of the technical approach—even of 
the methods which indicate probability of market rise 
with a relatively high degree of accuracy—is that they 
can never indicate even roughly how much rise. So far 
as the technical factors are concerned, this recovery 
might eventually run to 15 to 20 points or even more 
in the industrial average. On the other hand—depending 
importantly on unpredictable news events—it might be 
a 6 to 10-point affair. The rally from lowest close to 
date in the Dow industrial average has been 5.78 points. 

Then, too, it is a remarkably mixed market and there- 
fore one in which profitable trading operations are ex- 
ceedingly difficult. There are not only divergences of 
group action—for example the notably laggard perform- 
ance of the arms stocks and the rails—but far more 
numerous individual cross-currents. It is no doubt true 
that general misgiving over prospective higher corporate 
taxes has passed its crest—but this is still a tax-figur- 
ing market so far as individual issues are concerned. 


MILLER 


The most influential market consideration for the time 
being is the corporate tax formula adopted by the 
House Ways and Means Committee—a total normal 
and surtax of 40 per cent and an excess profits tax of 
94 per cent, the latter further stiffened by lower average 
exemptions for return on invested capital. It is much 
more favorable than the Treasury proposals as concerns 
non-war earnings, much more severe than the Treasury 
proposals as concerns excess profits. The assumption 
that the final legislation probably will be much closer 
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to this formula than to the Treasury program has in- 
duced a sharp rally in many previously over-sold stocks 
which would be in a tax position considerably less vul- 
nerable than had been feared, while at the same time 
depressing or retarding a large number of equities that 
would be most vulnerable under the House commit- 
tee’s program. 

As a general market factor, we are definitely convinced 
that the beginning of a much more stable situation as 
regards prices, operating costs and profits is bullish. 
Despite the probable continuing sluggishness of many 
individual “tax casualties,’ we can see the basis for at 
least a very substantial intermediate recovery in the 
averages—based mainly on a more hopeful appraisal of 
the future relationship between our war economy con- 
trols and corporate earnings and dividends—provided 
the war news continues good enough to permit further 
nourishment of the present moderate growth of confi- 
dence in the outlook. 

What will the next few weeks bring on the war fronts? 
We don’t pretend to know. 

Study all the available reports and interpretations as 
one will, the fact remains that nobody can foresee what’s 
on the cards for spring and summer. It is hard to believe 
that the Germans will stand pat, also hard to believe 
that the Japs are ready to rest on an attempt to con- 
solidate their winnings. As we see it, the most vital 
strategic prizes now at stake include the oil fields of the 
Caucasus and the Mid-East, and the Indian Ocean 
supply routes in which, now that Madagascar has been 
taken by the British, the chief keys are Ceylon and Suez. 
It is not happenstance that U. S. naval units are rein- 
forcing the British in the Mediterranean and that certain 
U. S. battleships were recently reported in the news- 
papers to have passed through Suez on their way to the 
Indian Ocean. 

It’s literally a global war, spring can hardly fail to bring 
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tainty. And it is one thing for 
stock such as American Tele- 
phone, General Foods, American Tobacco, Coca-Cola, 
J. C. Penney and others to rebound 5 to 10 points— 
because normal tax will be closer to 40 per cent than 
55 per cent—and something else again to keep going on 
this particular consideration. 

On principle, it is encouraging that better grade stocks 
are leading the rally, just as they had so long led the 
decline. Our weekly average of 15 high grade equities 
advanced 3.3 points over the past fortnight. In contrast 
our index of 100 lowest price stocks advanced only 6/10 
of 1 point. Reflecting the tax factor, our average of 10 
medium grade preferred stocks declined a trifle on the 
fortnight, the average of 10 speculative preferreds de- 
clined 4.6 points, and the average of 10 armament stocks 
dipped fractionally. 

Aside from the higher grade consumer goods stocks 
which have rallied sharply on tax reconsiderations, the 
more important speculative groups showing strong ac- 
tion include motors, accessories and rubbers. 

Issues which look backward include, to mention just 
a few, Bethlehem Steel, Bullard, Chicago Pneumatic 
Tool, Curtiss-Wright, Boeing, Lockheed, United Air- 
craft, Timken Roller Bearing, Timken Detroit Axle, 
Bath Iron Works, New York Shipbuilding, Anaconda, 
American’Car & Foundry, American Locomotive, Mel- 
ville Shoe, Sears, Roebuck, Wesson Oil, Champion 
Paper, Kress, Dow Chemical, Commercial Solvents. 

In general, we feel that the odds from here on are 
relatively more favorable for consumer goods stocks and 
stocks of the temporarily converted consumer goods in- 
dustries than for issues whose impressive per share earn- 
ings must be considered a war phenomenon. 

Conclusion: In a nutshell, we are hopeful but cau- 
tious. Purchases for appreciation should be confined to 
reactionary periods, should be highly selective, and a 
conservative portion of available funds should be held 
in reserve —Monday, May 11. 
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¢ first quarter earnings reports thus far issued show 
quite plainly that corporate earning power—considered 
in the aggregate—reached its war-time ceiling last year 
and has now turned down substantially. 

That can be no surprise to any investor who has noted 
the rise in Federal corporate taxes—actual and indicated. 
The long decline of the stock market has anticipated and 
discounted this condition. The important questions to 
you are: 

How much decline in earnings to date? 

What additional decline is likely under the impact of 
the new tax legislation now under consideration in 
Congress? . 

How vulnerable to higher taxes are the individual 
companies in which you are a stockholder, taking into 
account varying prospects for higher 
volume, operating cost outlook so far 
as it can be foreseen, and the degree of 
exemption under excess profits taxes? 

In any approach to these highly 
practical questions it will be found 
that the current interim reports are 
less helpful than usual. This is be- 
cause the final shape of the pending 
tax legislation is still only partially 
clarified and because it was even 
more uncertain than at present when 
the great majority of first quarter 
reports were being made up. 

Quite a few reports have been 
issued without explanation of the 
basis chosen for calculating reserves 
for first quarter taxes. Taking those 
which indicate how the tax problem 
was handled, roughly one-quarter ap- 
plied the existing 1941 rates, one- 
quarter applied the high schedule of 
rates proposed by the Treasury, and 











Since earnings could not be calculated with any real 
degree of precision, the individual reports are of limited 
informative value to the stockholder. Where existing 
tax rates were applied—and this explains many of the 
minority instances of earnings reported larger than a 
year ago—it is obvious that 1942 earning power is over- 
stated and that downward adjustments will have to be 
made in a future quarterly accounting when the new 
tax rates are definitely known. 

Even where the proposed high Treasury rates were 
applied, many subsequent revisions will be required, 
some up and some down. There is good reason to be- 
lieve that the corporation schedules worked out by the 
able Ways and Means Committee of the House—calling 
for 40 per cent combined normal and surtax and flat 


First Quarter Earnings of 
110 Manufacturing Cos. 
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the other half simply allowed, on a 
guess basis, for “substantial” tax 
increases. 
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Percentage of Net Income of Manufacturing 
Corporations Taken by Federal Income and 


Excess Profits Taxes 


(In Millions of Dollars) 


NetIincome Federal income Per Cent 
Before &€E. ° 
Group and Year Taxes Taxes Net Income 

All Mfg. Co. (a) 

re $5,559 $1,327 23.8 

OC Rata 4,534 2,112 46.5 

Err ae 4,842 1,359 28.1 

5 CER AEA rhea 4,498 544 12.1 

Ws vases. o clle 3,218 634 19.8 
125 Mfg. Co. (6) 

re 1,748 373 21.4 

i EOE EP 2,606 913 35.0 

OME so oisiy th acateecsrs 4,392 2,477 56.4 
110 Mfg. Co. (c) 

1941—1st quarter... 402 184 45.8 

1942—1 st quarter... 448 300 67.0 





(a) From Treasury Department “Statistics of Income’ for all manufacturing corpora 
tions in the U. S.; excludes intercorporate dividends. (b) From tabulation of 125 large 
manufacturing companies, each having taxes of more than $5,000,000 payable on 1941 
(c) From tabulation of 110 manufacturing companies whose first quarter 


incomes. 
reports show tax reserves. 


Net Income 


been calculated for taxes as they were in 
the first quarter of this year. 

In the writer’s opinion, 1942 profits of 
this large and representative group are 
likely to be at least one-quarter less than 
in 1941 and quite possibly one-third less. 


on Anything more than rough projections is 
impossible, even if we assume that the tax 
$4,232 schedules recently announced by the House 
aes Ways and Means Committee will become 
aon law. There are several variable factors in 
the earnings picture, aside from tax rates, 
‘500 that are not closely predictable. They in- 
_ clude volume, ratio of operating costs to 
the now fixed selling prices, downward re- 
‘si vision of many war contract prices, and 
148 broad variations in the rate of and oppor- 
tunity for improvement in operating effi- 

ciency. 


In the volume of manufacturing we esti- 
mate a gain of about 15 per cent for the 
year. This is, of course, an over-all figure. 














94 per cent rate on excess profits—are much more nearly 
indicative of the final action than the Treasury 
schedules. 

Companies not subject to excess profits taxes, or to 
which the normal tax is much more important than the 
excess profits tax, would fare considerably better under 
the House schedules than under the original Treasury 
program. The reverse is the case for companies espe- 
cially vulnerable to excess profits taxes. Where first 
quarter earnings were calculated on the Treasury sched- 
ules, companies of the first type will be found to have 
understated earning power, while many of the second 
type will be found to have overestimated it. 

Nevertheless, with some individual earnings over- 
estimated and some underestimated, it is probable that 
the aggregate level of reported earn- 





It will be far more than that for some com- 
panies—for example, aircraft—but less for others, of 
which steels (limited by capacity ceilings and shortage 
of scrap) are an example. Not so long ago it could have 
been reasoned, quite conservatively, that a gain of 15 per 
cent in industrial volume ought to be translated into a 
gain of at least 30 per cent in earnings before taxes. That 
would be a very important partial offset to the coming 
higher taxes and maybe the figure will work out, but we 
can’t be sure. Especially in the average war plant, there 
is a very rapid improvement in operating efficiency. 
That would be highly favorable to earning power— 
except that war contracts are, and will increasingly be, 
under “re-negotiation,” which means downward revision 
to the tune of many millions of dollars. 

Industry now has a stable price situation with respect 









































ing power for the first quarter will : 
prove to be fairly closely in line with Net Income of Leading Corporations for the 
1942 actualities. If that is true, we First Quarter 
can proceed to some tentative, but (In Thousands.-of -Dollars) 
well-founded, conclusions that are pet Income paar 
highly pertinent to stockholders. No. Industrial Groups _ 1941 soll ia Change 
The first 280 quarterly reports— ei i vai act ins ceeds $4,059 $3,928 — 3.2 
representing manufacturing, mining, 15 Other food and beverage.................. 15,906 13,200 —17.0 
Side and goreine athinelaen whine at 11 Textiles and apparel...................-..-. 3,957 2,033 —48.6 
p edt ie ee 2,342 3,229 +37.9 
the start of the year had aggregate * Chemicals, drugs, ete... .........6.00.000 0 47,824 39,189 —18.1 
: . = Re ere 20,928 19,317 — FF 
capital and surplus of approximately 13 Stone, clay and glass...................... 8,108 4,681 —42.3 
$10,790,000,000 — showed total net eS Se an ee 68,153 49,910 —26.8 
profit of $242,852,000, as compared : pee ache ha Pe iers fateh sc teas cele 4,629 —_ =— 
with $322,665,000 in the first quarter Oa cat a3 
of 1941 and $326,965,000 in the fourth 4 Ollce eeulomen: «<<. 55.0 os 0ecnssscens. 3,556 4,060 +14.2 
quarter of 1941. The decline from e o.. seesseceeeserereetene cee. — = Fhe 
the fourth quarter was 26 per cent. © Rellway cquipment................ccc00.. 884 4,174 i'n 
The decline from the quarterly aver- 31 Metal products—miscellaneous............. 16,256 18,528 +14.0 
age of 1941 asa whole—the quarterly Zi Miscellaneous manufacturing ............... 5,450 4,191 —23.1 
fgures for that year having been re- || #% Tolman ooo cso — = = 
markably stable—was 25.5 per cent. MaMa «| Sooo eo besos wooo oe 4,651* 4,007* —13.8 
This amounts to saying that the be cape hore a - “Ea —_ — = 
. " rade (wholesale and retail)................ e le +12. 
1941 total earnings of these com- 9 Service and Ls 1,737 2,307 +32.8 
panies would have been ste i” eat ee ee $322,665 $242,852 —24.7 
mately one-quarter. less if they ha *Before certain charges. 
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Companies Showing Gains 
in First Quarter Earnings 


1942 


Food Machinery Corp 

Mack Trucks 

a ES. earner eee 

Life Severs Corp 

Skelly Oil Company 

Continental Oil Co 

Tide Water Associated Oil Co 

Allis-Chalmers Mfg. Co 

Southern Pacific System 

Byers (A. M.) Company 

Campbell, Wyant & Cannon 

Midland Steel Products 

Worthington Pump & Machinery 

American Air Lines, Inc. 

Climax Molybdenum Co 

Marshall Field & Co 

National Oil Products x 0.65 
Western Auto Supply Co ¥ 0.35 
Allied Mills e 1.77 
General Railway Signal i 0.15 
Link Belt Company i 0.75 
Phillips Petroleum & 0.74 
Shell Union Oil Co. J 0.28 
Borg-Warner Corp ¥ 0.69 
Byron Jackson Co a 0.07 
American Smelting & Refining . 0.95 
Texas Company e 0.61 
NIE 55. xcs csccbewsese e 0.21 
Beech-Nut Packing Co.................. a 1.55 
Container Corp « 0.47 
Hazel-Atlas Glass y 1.09 
Hinde & Dauch Paper ¥ 0.29 
Interlake Iron x 2.55 
Minn.-Honeywell - 0.84 
National Cash Register iy 0.30 
ae eee ee y 0.39 
Otis Elevator ¥ 0.32 


Companies Showing Declines 
in First Quarter Earnings 


American Cynamid 

Bristol Myers Company 
National Steel Corp 

Timken Roller Bearing 

Yellow Truck & Coach Mfg. Co. 
Square D. Company 

Black & Decker Mfg. Co... .... 
Coca Cola Company 

Monsanto Chemical Co... . 
Chrysler Corporation 

Atlantic Refining Co. 

Bethlehem Stee! Corp 
Commercial Credit Co 
Commonwealth Edison Co............... 
Standard Oil of Ohio 

Wheeling Steel Corp 
Continental Diamond Fibre Co. 
Copperweld Steel Co 

Hershey Chocolate 

Industrial Rayon Corp. 

Inland Steel Company 
Westinghouse Elec. & Mfg. Co 
American Rolling Mill Co. 
Jones & Laughlin Steel Corp. 
United Aircraft Corp 

United States Steel Corp 
Consolidated Edison Co................ 
du Pont de Nemours & Co 
American Rd. & Std. San 
Republic Steel Corp 

General Motors Corp 

Texas Gulf Sulphur Co. 

Union Carbide & Carbon Corp 
Procter & Gamble Co 

American Brake Shoe & Foundry 
Corn Products Refining Co. 
Johns-Manville Corp 














to raw materials and finished goods; and can expect q 
considerably less unstable wage cost situation to develop 
but there will be no decrease in wages and there will be 
at least some increases, especially in so-called lower. 
bracket instances. While unit labor costs can be held 
fairly well in line through operating improvements, the 
Government rather than the stockholders will be the big 
beneficiary both in terms of tax collections and down- 
ward adjustment of war contract terms. Finally, just 
how favorable may be the spread between manufactur. 
ing costs and fixed selling prices remains to be seen, 

So, to be reasonably safe, let us say that the average 
1942 increase in earnings before taxes of the manv- 
facturing industries probably will be somewhere between 
15 and 30 per cent. Applying these estimates to a group 
of 200 large industrial companies for which we have a 
long-term record, total 1942 earnings before taxes would 
be somewhere between $3,465,000,000 and $4,030,000,000. 
On the basis of the House tax indications, we estimate 
that some 70 per cent of this earning power would he 
taken in taxes, against a bit over 50 per cent last year. 
That would leave, roughly, somewhere between $1,000, 
000,000 and $1,200,000,000 as net income after taxes, 

To get a conservative perspective on current market 
values, let us take the lowest of the two above calcula- 
tions. Total net of $1,000,000,000 for these 200 indus- 
trials would be a bit more than a third under results 
for 1941—but those earnings were actually higher than 
in 1929. It would be approximately 11 per cent under 
the earnings of 1936 and 141 per cent above the eam- 
ings of the depression year 1934. At recent low the 
Dow-Jones industrial average was 43 per cent under the 
mid-way point of its 1936 range and about 4 per cent 
under the mid-way point of its 1934 range. 


Bendix Gains 


Of course, it is quite true—as you will note from the 
current reports—that it takes a huge gain in volume to 
maintain good earning power, much less increase it. 
Nevertheless it will be possible for at least a minority 
of companies. A good illustration of this point is pro- 
vided by the Bendix Aviation report for the six months 
ended March 31. Sales increased from $56,415,000 to 
$169,633,000 or by about 200 per cent; Federal taxes 
jumped from $8,936,000 to $36,261,000 or by about 305 
per cent; and net profit increased from $5,904,000 to 
$8,122,000 or by about 37 per cent. Taxes took about 
82 per cent of earnings before taxes for the period, against 
about 60 per cent a year ago. 

There are further sharp gains ahead in Bendix volume, 
so that on the basis of present price-cost relationships— 
and assuming adoption of the House committee’s tax 
schedules—current earning power at the rate of nearly 
$8 per equity share could be additionally enlarged. In 
this case whether earnings will actually increase depends 
more upon the extent of contract re-negotiation than 
upon tax factors. 

Bearing upon the important matter of war contract 
re-negotiation, an excerpt from the annual report af 
United Aircraft Corporation, issued early in March, 8 
worth noting, as follows: 

“From the standpoint of operations, earnings could 
have reached a considerably (Please turn to page 15%) 
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BY WARD GATES 


L the five months that have 
eapsed since Pearl Harbor more 
changes have taken place in our 
economic pattern than for any 
single period in our history. 
Changes have been made and are 
continuing to be made. How- 
ever, sufficient progress has been 
achieved to enable us both to 
evaluate what has been accom- 
plished and peer into the future 
and adjust our sights for what 
lies ahead. 

To understand better the rami- 
fications of our present economic 
situation it is necessary to review 
sme of the more important 
fundamental changes which have 
gone into effect, as well as to con- 
sider changes pending or likely to 
be introduced into our industrial 
life. This, as has been repeatedly 
pointed out, is the first World 
War in modern history. The 
1914-1918 conflict was NOT a 
world war in the true sense.  H. Armstrong Roberts 
Therefore, we have no actual 
precedent to fall back upon to solve vexatious problems, 
but must constantly create precedent as we progress. 

For the first time in our modern history, since Colonial 
days in fact, we have arrived at a condition where money 
will not buy everything saleable. As production of non- 
essentials tapers off, with a possibility manufacture of 
all non-essential durables will be halted for the duration, 
and with the proposed price program of the President 
rapidly materializing, purchasing power will continue to 
tise and sales expand so long as there are attractive goods 
available. 

Consequently the index of consumers’ demand will 
remain high just as long as inventories of attractive 
goods exist. That condition, in durables, will not be for 
long as additional freezing orders are issued. As inven- 
tories become exhausted distributors will be forced to 
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resume purchases in line with consumer demand, predi- 
cated, of course, upon their ability to obtain such goods 
or substitutes, which they can offer for sale at fixed 
prices, and at a reasonable profit. By and far, how- 
ever, the supply of consumer goods will, in the near 
future, be insufficient to satisfy consumer demand, which 
means complete exhaustion of certain retail stocks and 
attendant financial failures for retailers dependent upon 
a narrow field. This condition is not dependent upon 
either victory or defeat—simply upon the duration of 
the war. 

News from the far-flung war fronts definitely supports 
the contention that the United Nations are waging a 
strong defensive-offensive. The fall of Madagascar; vic- 
tories of American war ships and planes over the Japanese 
in the South Pacific; Russia’s offensive, and the delay in 
the Hitler “super-blitz” are the tonic business has re- 
quired here. Indications are that 1942 will see the major 
part of the conversion program completed and our new 
industrial program functioning on a complete war- 
footing. With the new industrial pattern actually under 
way it will be possible to estimate future earnings again 
with some degree of accuracy. The present difficulty in 
making such prognostications is the palpable fact that 
there are no indications regulatory legislation has been 
completed, nor is the vital question of taxation definitely 
fixed. Until taxes and other regulatory measures are 
enacted in final form, the best we can do is make quali- 
fied estimates of earnings. 

The Department of Commerce experts and the Fed- 
eral Reserve Board estimate the index of production 
will average 180 for this year as compared with an 
average of 157 in 1941. This means a substantial increase 
in over-all production. Bear in mind that these over-all 
figures conceal significant changes in various industries. 
For example, of the total of 180 points, it is estimated 
that 95 points, or 53 per cent, will represent production 
of war goods, compared with 21 per cent in 1941, and 
the remaining 85 points, or 47 per cent, will be produc- 
tion of civilian goods, compared with 79 per cent in 1941. 


Expressed in dollar figures the 
amount of goods purchased fo, 
civilian consumption may drop 
to $52,000,000,000 compared 
with $75,000,000,000 in 194], , 
31 per cent drop. Contrariwise 
indicated production of wa 
goods is $58,000,000,000 com. 
pared with about $20,000,000,009 
in 1941. 

In weighing the civilian good; 
production figures, consideration 
must be given the further im. 
portant division between civilian 
non-durable goods, such as food, 
shoes and textiles, and civilian 
durable goods, such as refrig. 
erators, stoves, metal articles 
etc. Production of the forme 
is expected to decline only about 
14 per cent, while production of 
the latter may decline as much 
as 58 per cent. To complete the 
picture we must take one mor 
step. We must point out that the use of civilian durable 
goods is divided on the one hand between equipment 
for farm machinery, industrial and utility plants, and 
on the other hand for consumers’ use. The amount o 
durable goods available for consumers’ use, as opposed 
to industrial civilian use, may decline 80 per cent. Itis 
quite obvious, therefore, that sales of retail trade con- 
panies affected by these developments are threatened in 
varying degrees. As an illustration we might mention 
Sears, Roebuck and Montgomery Ward, both heavily 
represented in the consumers’ durable goods line. 

As more of our productive capacity is directed toward 
filling war contracts, the less will be the production o 
civilian goods and the less will be stock available fo 
retail sale. At the same time, while considering the fact 
that early this year there have been heavy buying wave 
in anticipation of shortages, we must likewise remembe 
there will be no shortage of purchasing power. It is esti 
mated that total spendable income after deducting taxe 
will substantially exceed $75,000,000,000, which is fa 
above the estimated production of consumer goods d 
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$52,000,000,000. Companies unable to readily convert 
into war production will suffer. 

Production, gross income and earnings unfortunately 
are only distantly related under our present and potential 
tax situation. Of all unusual factors entering into the 
earnings picture, taxes, beyond any doubt, play the most 
important role. It is not difficult to estimate that most 
companies producing war goods will show a considerable 
increase in gross earnings and, at the same time, a sizable 
drop in net income to be divided among stockholders. 
We have the unfamiliar situation of “boom business” as 
far as amount and value of goods is concerned, and 
decline in net income. 

In considering the rise in production of some of our 
war industries, we must not overlook the fact that the 
manufacture of machinery has increased almost con- 
stantly since the middle of 1938 and has more than 
doubled since the spring of 1941. This is an important 
industry because it furnishes other manufacturing con- 
cerns With the machines and tools of production needed 
to increase their own outputs. It includes the manu- 
facture of airplanes, ships, railroad cars and locomotives 
and automobiles. 

Airplanes are now being produced in numbers more 
than 13 times as great as those of the base period from 
1985 to 1939, and ship building in private yards is more 
than six times as great as it was in that same period. 
Railroad cars and locomotives are also being built in 
considerably greater numbers because of their need to 
transport war materials from point of origin to ultimate 
destination. Although private automobile production 
hs been suspended, the automotive plants are either 
busy making trucks for military use or airplane parts 
and other sinews of war. 

The same applies to the chemical industry, so impor- 
tant in the manufacture of powder, explosives and similar 
war materials. Although the rise in chemcial production 
has been less spectacular than in some other industries, 
itis increasing steadily. 

Wars are won, not by arms alone, but by food. There- 
fore food assumes an all-important position in the 
economic pattern of the war period. Farmers have 
received nearly all of the increases in the rising prices 
of food since the advances got under way in 1939, and 
till they are demanding plus-parity prices on the fixed- 
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1942 ESTIMATED GAIN 
1942 ESTIMATED DECLINE 
































price schedule. 


none of the increases. 


family. 


ceived $164. 


of the retail price of the food. 


Let us contrast that with 1913, before World War I, 
when the farmers’ share in the cost of these foods was 


53 per cent. At the peak of 
prosperity in 1929 they re- 
ceived 47 per cent and at the 
bottom of the depression they 
received only 33 per cent. 
The increase in food prices, 
according to the U. S. Bureau 
of Labor Statistics, has been 
greater than the increase in 
any other component of the 
cost of living, and the 
amounts of food bought by 
the people cannot be reduced 
in any substantial degree, so 
that increased cost becomes 
an important item in family 
budgets, and constitutes a 
major role in our economic 
pattern. 
Bearing in 
mind there 
can be little 
or no decline 
(Please turn 
to page 154) 
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Wholesalers, storekeepers, warehouse- 
men, railroads, and truckers have received practically 
The income of the average non- 
farm family is estimated to be slightly more than $2,000 
a year. Out of that sum the family pays out almost one- 
fourth for food. That is a definite increase over normal 
percentages which are about 16 to 18 per cent. 
present rising prices and the prospects of further in- 
creases, if Mr. Henderson’s ceilings are permitted to 
fluctuate, are therefore of great importance to every 
In 1939 the farmers received $126 from each 
family for the food they supplied, and in 1941 they re- 
If they continue to receive during the 
remainder of 1942 the amount paid to them by each 
family in January and February, they will receive $194 
in 1942. In fact, if ceilings are not cemented solid, that 
figure may reach above $200, constituting well over half 
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--.- An Investment Program 


For the Small Business Man 


BY J.S. WILLIAMS 





“B 

EFORE the end of the year, I expect to be out of 
business and it looks as if I'll be out for the duration.” 
This is the lament of the small business man through- 
out the length and breadth of the country. Automobile 
dealers, tire men, radio dealers, contractors, retailers— 
many of the small merchants and service men woven 
into our industrial fabric—are faced with veritable ex- 
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Selected Investment Issues for Income 
and Capital Protection 


Bonds 


1942 
Price Range 
High Low 

6514-594, 6134 
5834-4935 56% 


Recent 
Issue Price 
Baltimore & Ohio 1st 4s, 1948 
Central Pacific Gtd. 5s, 1960 

Certainteed Products 54%s,1948.... 8714-80% 86 

Chicago Gt. Western 1st 4s,1988.. 681-6114 67% 
Cleveland Union Term. 51s, 1972.. 84 -751% 821, 
General Steel Castings 51/3,1949.. 9814-9514 95%, 
Kansas City Southern 5s, 1950. 74 -67' 7014 
New York Central 5s, 2013 5934-50 535 
Southern Pacific Ref. 4s, 1955 7014-6134 6934 
Southern Railway 614s, 1956 9234-83 90%, 
Western Union 5s, 1960 8534-81 823, 


Preferred Stocks 


American Bank Note, $3.......... 
Atlas Corp., $3 

Bethlehem Steel, $7 

Crane Co., $5 

Crucible Steel, $5 

Pure Oil, $5 

Tide Water Assoc. Oil, $4.50 


47-38% 
5014-4634, 
121 -109% 
95-89%, 
794-67 
9114-82 
9514-85 





y, 


io 
tinction because they will be unable to get merchandise 
to sell or the need for their services will have been elimi- 
nated. The automobiles, tires, radios, washing machines 
and electric appliances which they are selling now are 
inventory which cannot be replaced and the dealer’s 
capital is flowing back into his pocket. Deprived of 
their accustomed means of livelihood, these small busi- 
ness men will naturally look around for some way to 
use their capital to effective advantage. Some will find 
it possible to identify themselves with the production 





of war materials in one way or another; others may be 
successful in finding some sort of temporary expedient; 
but a great many will be left high and dry. Rather than 
try their hand and risk their money in some other bus- 
ness with which they may not be familiar, it seems to 
the writer at least that the most effective way out of 
their dilemma is to put their business capital to work 
for them in selected bonds and stocks. 

The merits of this idea seem well worth considering. 
First, it is presumed the majority of small business men 
have depended upon their business substantially to sup- 
port their standard of living. Such being the case, they 
are or may be faced with the problem of employing thei 
business capital to make up the deficiency in their i- 
come. For this purpose selected investment securities 
have considerable appeal. Today the investor is afforded 
a wide choice of bonds, preferred stocks and common 
stocks at prices which promise to afford a very liberal 
return. In making this point I am not unmindful that 
these high yields are possible largely because of the many 
elements of uncertainty in the economic and industrial 
outlook. The same war which has “blitzed” the small 
business man has also had wide repercussions in big 
business and the current level of corporate security prices 
must be accepted in substantial measure as the conser 
sus appraisal of the possible effects of these repercus 
sions. But unless one is convinced that the war ult: 
mately will end in the defeat of the United States, and 
all that such a disaster implies, it is still possible to make 
adequate allowance for adverse contingencies and arrive 
at the conclusion that present security values offer: 
sound and attractive business proposition. 

For that matter, what business man, large or smal, 
is not accustomed to accepting risks? If the risk is4 
reasonable one and promises a reasonable return, the 
the chances are that it is a worthwhile business venture. 
It is up to the business man to exercise his acumen alll 
judgment in determining whether or not he is willing 
to risk his capital. So it is with securities. 

A rough measure of the relative risks in various type 
as well as individual securities is to be found in a com 
parison of the indicated yields either in interest or divi 
dends. The risk is usually in inverse ratio to the yield 
In other words, the higher the yield the greater the risk 
A high grade corporate bond may be priced to yiell 
3 per cent; a medium or second grade bond may jyiel 
anywhere from 514% to 8 per cent, even more in som 
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cases. The return on preferred stocks may range from 
44 to 10 per cent, depending on quality. As might be 
expected common stocks, as a group, hold out the prom- 
ise of the largest returns. A representative group of 200 
common stocks, comprised of issues in all industrial 
groups, afforded an average annual return of more than 
7% per cent based on prices prevailing as of April 1, 
last, and indicated annual dividends. 

Quite possibly many business men may find that capi- 
tal employed in securities will yield a lot less than they 
had been accustomed to drawing down from business— 
unless they are prepared and willing to invest in the 
more speculative types of issues. However, in foregoing 
asmaller return on his capital he is afforded certain off- 
setting advantages. 

Not the least of these advantages, by no means, is 
the high degree of liquidity afforded by listed securities. 
If six months or a year from now you have an oppor- 
tunity to return to active business, the necessary funds 
could be realized promptly from the sale of securities. 
Also securities are readily acceptable collateral for loans. 
True security values are never static and price ranges 
on occasion may be quite wide. But capital invested 
ina business venture is also subjected to changing val- 
ues, although changes are not as readily perceivable as 
in the case of active securities with a ready market on 
the exchanges. 

Accompanying this discussion are two lists of securi- 
ties comprised of issues selected with particular empha- 
sis on the needs of the business man either voluntarily 
or involuntarily retired. One list is designed for the 
business man who wishes to place his capital in issues 
enjoying a relatively sheltered position; the other is for 
the business man who is able to accept a larger degree 
of risk in return for the greater income return offered 
by this group of securities. The securities in the second 
list also are the type which promise a fair measure of 
asta price appreciation given the benefit of reasonably favor- 
ible market conditions. 

It is not necessary, of course, that the interested 
reader confine his choice of issues to one or the other 
of the two lists. Quite conceivably individual circum- 
stances would make it advisable to apportion funds be- 
tween both groups. It is up to the business man investor 
to decide for himself how best he can meet his re- 
quirements. 

With a view to assisting the reader in determining 
the most suitable choice of issues for his purposes, I 
will review several points discussed recently in these col- 
umns which seem pertinent in the present setting. 

For the investor seeking a secure income return, minus 
the risks of tax vulnerability, consideration might be 
BP given to selected issues among second and medium grade 
railroad and industrial bonds. Bond interest, for tax pur- 
poses, is treated as an expense and is therefore a charge 
against income ahead of taxes. Railroads are today mov- 
ng a record breaking volume of freight traffic. More- 
§ over operating efficiency of leading carriers has increased 
vie ppreciably in recent years and at the present time a 
fon of freight is being moved much more cheaply in 
terms of operating and maintenance costs. This means 
that a greater percentage of the increase in revenues is 
being made available for bond interest and other fixed 
charges. 
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Most second grade industrial bonds are obligations of 
companies which under normal conditions would be 
rated as marginal. With the impetus of war business, 
however, many of these companies are reporting greatly 
increased income with a corresponding widening in the 
margin of earnings protection afforded outstanding 
bonds. Together with second grade rail issues they offer 








(fr 
Selected Preferred and Common 
Stocks for Venture Capital 
Preferred Stocks 
1942 
Price Range Recent 

Issue High Low Price Yield % 
American Car & Fdry., $7......... 7334-62 6214 11.20 
American Sugar, $7.............. 97144-7834 92% 7.54 
Chicago Pneumatic Tool, $3....... 3934-3534 36 8.34 
Columbia Pictures, $2.75.......... 27 -24 27 10.18 
Curtiss Wright,"A", $2........... 25%-211/g 221, 9.09 
Houdaille-Hershey “A”, $2.50.... 34 -27 32% 7.70 
Jones Laughlin “*A", $5.......... 64 -54%4 54% 9.09 
Republic Steel "A", $6.......... 8634-7114 71% 8.39 
et a er 60 -53 5414 9.15 
Sharp & Dohme, $3.50........... 6114-5514 56 6.25 

Common Stocks 

Indicated 

Dividend 
GE SS Se ee eee 48344-4435, 445, 4.00 
Amer. Smelt., Ref. & Min......... 43 -36 38 2.00 
II, 85 ha foc ddcds Secs 24 -19% 23 1.60 
Pema 5 .. ccc tin eas cvevies 19 -1514 16¥8 1.40 
DAs 6:5 sisson dv Bh Hkh 3534-30 3414 2.00 
Johns-Manville.................. 6214-505 51% 3.00 
RE EEE RE RR 4114-37 39%, 2.00 
SCTE ET CPt 2714-22354, 231% 1.00 
Owens-Illinois Glass.............. 54 -431%4 46%, 2.00 
Paramount Pictures............... 1554-1134 13% 1.00 
WIIG ¢ Padpc ce ceccecese 37 -32 345%, 4.00 
EE Sot feds cececwecaguces 3834-29 3214 2.00 
Timken-Detroit Axle............. 3414-28 28% 4.00 
Cis Cais 5 ooo os eee ess cces 7434-58 60%, 3.00 
Ue ee eee eee 481/4-42 43 2.00 
eS See eee 2414-20 21 1.20 

Ne 





a better than average yield to the investor in a position 
to forego something in the way of quality. 

Preferred stocks do not, of course, have the same 
advantage from a tax standpoint as bonds. Neverthe- 
less, and even making allowance for the proposed maxi- 
mum increases in corporate income and excess profits 
taxes, there will still be many companies which will be 
able to show preferred dividends earned by a comfortable 
margin of safety. Many companies now in the van of 
the war program are the type of heavy manufacturer 
which in the past has shown a rather erratic record of 
earnings. Steel companies, for example. For this reason 


their preferred shares have never attained a particu- 


larly high investment standing. Now, however, divi- 
dends on most of these issues are, and will continue to 
be, accorded ample earnings protection. As an interme- 
diate investment undertaking a judicious selection of 
second grade industrial preferred stocks should work 
out satisfactorily. (Please turn to page 154) 
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Leon Henderson is setting up a personal dynasty at 
O P A which may blow up in his face like an April fool 
cigar. The Price Administrator selected state price 
control directors without consulting one single Congress- 
man, plans similarly to keep strings on the twenty 
or thirty thousand underlings who will draw pay in 
state offices. Civil service requirements are scorned, 
all jobs are Henderson’s private political plunder. Con- 
gress is already mad, but Henderson flaunts defiance by 
even failing to answer senatorial letters. Bigger men 
have been flattened by the Senate, Leon, so better keep 
your pistols primed. 


Non-defense ageicies continue to stultify. themselves 
in fights against appropriation cuts. Typical is the 
Agricultural Marketing Administration. That outfit is 





Washington Sees: 


America's war economy has now emerged in 
rudimentary form. 

Legislative quide lines have been staked out. 
They create a broad field within which the war 
economy will take shape by trial and error, by 
contraction and expansion. Startling and abrupt 
innovations will be almost absent in immediate 
months to come. 


New inhibitions will be prescribed, new rules 
of procedure will be stipulated, new regimenta- 
tion will evolve. Industry, finance, commerce— 
the consuming public—will be told what may be 
done, what should be done, what must be done 
within this new order now taking concrete form. 
Stunning impacts are yet to be felt by every 
phase of our life, but they are to be refinements 
of the primary mould into which the economy of 
war has been poured. 

Congress will have little to do with this shap- 
ing of things—even should the White House fall 
short of a confidence vote in November. 





organizing a propaganda drive to save the food stamp 
plan, has bounced its chief press officer upstairs because 
he was too honest to substitute ballyhoo for facts. Food 
stamps will continue in circulation awhile, but in reduced 
numbers. 


Special transport service created by the commercial 
airlines for the Army is expanding rapidly, should give 
the air carriers a valuable advantage in international 
competition for postwar sky commerce. The private lines 
have established exclusive express and passenger runs 
for the Army to far southern bases, across the Atlantic 
to Africa, and northward to Iceland. They speed im- 
portant quantities of vital material as well as person- 
nel. Army is quietly commissioning air traffic experts 
to keep ’em flying over these lanes. 


Ha, ha, Mr. Congressman! Remember how a few days 
back Office of Government Reports Master Lowell Mel- 
lett strode before your committees in defense of the 
million dollar information center the President was up 
rushing for him in a Washington park? Remember 
how Mellett eulogized the project as a war essential, 
portrayed himself as a martyr willing to make the su- 
preme sacrifice of toiling through Washington’s heat in 
this torrid, temporary building so the ignorant might 
be informed? Well, here’s the payoff, Mr. Congressman. 
The structure is up and ordinary clerks are sure enough 
sweating, but the offices of Mellett and other OG R big 
shots have been equipped with air-conditioners—at tax- 
payers’ expense. 


Interior Secretary Ickes looms as the forgotten man 
of the New Deal. He talks about quitting the Cabinet, 
and that’s such rousing news it’s worthy of mention. 
Ambitious war men with White House approval have 
gobbled up just about all but the hole of Mr. Ickes’ fat 
New Deal doughnut. Stripped of importance, Honest 
Harold vows retirement if denied the crown and scepter 
of gasoline rationer. Confidentially, you can bet he 
won’t resign—that would make too many Congressmel 
happy. 
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ter is a little higher than originally contemplated, but otherwise the 
measure constitutes a compromise between Treasury extremism and 


congressional conservatism. Treasury Secretary Morgenthau’s 


recommendations have been whittled out of shape by the Ways and Means 


“Committee. That means we can look forward to a new and more punishing 
_Tevenue ‘law révision next year — after the elections are over. 


: Congressional support for the sales tax continues to snowball. 
Even reluctant Senators come to view it as inevitable. It is inevitable. 


All of us will be paying it in 1943 if not this year. 
State and local ordinances are to be flattened by the war 


-colossus. Many such codes dealing with construction, sanitation, 


transportation, etc., rise as barriers preventing smooth flow of the 
war effort. That won't be tolerated. States and municipalities have 
been warned tolevel these obstacles. If they don't, Washington will. 


Legislative aspects of the President's anti-inflation formula 
are to be ignored. Congress won't impose a $25,000 ceiling on individual 
income, won't squash farm prices to parity. That's beeause (1) the 
President refuSed to have an anchor tied to wages, (2) the*election is 
just over the hill, (3). many Congressmen genuinely fear the precedent of 
confiscation by taxation. 


There isn't to be any food czar. An inter-administration brawl 
has made this certain. It stems from (1) unwillingness of Donald Nelson 
to assume responsibility for food control, (2) farmer distrust of 
Agriculture Secretary Wickard. Best bet now is that a sort of polyglot 





“ poard will be created of representatives from WPB, OPA, and Agriculture 


Department. They'll all dabble in this new venture, won't contribute much 
constructive. 


Don't convert that 9il burner to coal until WPB rules on 
Petroleum Coordinator Ickes’ newest appeal for pipeline materials. Twice 
Donald Nelson refused to release the necessary steel. But now Ickes 
appears ‘to have a better than even chance of winning WPB reversal. This 
would mean (1) resurrected prestige for Ickes, (2) oil for the industrial 
East, (3) deeper cut in steel used for items of every day life. 





Your little pink pill, like taxes, may not be so easy to swallow 
unless druggists get their sugar ration upped. They claim their 1942 
allowance is too low for everything from sodas to candy coating for 
remedies. The drug industry has appealed for more sugar, will be 
rebuffed by OPA. -But here's some consolation. Curbstone opinion at OPA 
holds that pharmacists are subject to price control—can't hoist the 
charge for compounding your favorite prescription. This ruling will be 
appealed but will stand. — 





Watch for disintegration of the Federal Power Commission. 
WPB has finally stripped FP¢ of vital authority to pool and ration power. 
FPC survives as little more than a research agency, and already its best 
men are quitting or shifting to the War Production Board's power division. 
The President allowed WPB to get by with this grab because Power Commission 
Chairman Olds declined to be realistic about the emergency, refused to 
postpone for the duration court action against electric companies 
sip the commission’ s jurisdiction. 


You won't sigh over any more of those ieriie magazine ads 
portraying luxury airplanes floating vacation-bound folks to fishing or 


mountain retreats. WPB has told the airlines to cut out this advertising, 








Ships still aren't building fast enough to offset sinkings. 
Washington knows this if the public doesn't, so watch for early effort 
to expedite launchings. ‘There's a good chance Maritime Commission 
functions may be split— shipbuilding and operation of the merchant 
marine divorced —with Commission Chairman Land remaining in charge of 
traffic and construction going over to some trouble-shooter. 


- Plain fact is that Admiral can't dodge full blame for 
construction lag. He is striving lustily to pass the buck, prates of 
shipyard slowdowns, berates labor. But Land can't whitewash the fact 
that 15 months ago in February last year long sighted Congressmen wanted 
him to build ships at idle New England ways, warned him of the pinch to 
come. The Admiral told them he didn’t care a damn for: their opinion, ‘that 
idle northeastern yards wouldn't be put-to work because New England  : 
already had "a hog's share" of contracts and would get-no more. 


The record will show that Connecticut's Congressmen went 


collectively to the Maritime Commission early last year to urge revival 
of the First World War shipyard of the Groton Iron Works. They cajoled, 
threatened, cussed. Land outswore them, vowed the Groton yard would 
never be reopened, repeated the "hog's share' ultimatum. 


Now the Navy is vitalizing the old Groton yard for submarine 
building and Land is fighting to counteract last year's mistakes. But 


the construction drag has been costly, will prolong the war, will defer 
a bulky AEF until 1943. That's why Washington talks of bisecting the 
Maritime \Commission. 


The Army and Navy have no-plans —yet—for closing Atlantic 
beaches. Dim outs are regarded as adequate. That situation may change 


but probably won't. 


Don't center your employment plan on the hope of getting group 
deferments for essential workers. Congress won't authorize group 


exemptions until and unless the manpower problem becomes much more acute. 
Deferment of individual workers by local draft boards will continue— 
certainly until after. the election. 


> You're to be publicly pilloried as a Roosevelt hater if caught 
campaigning Republican. Fearful of war issues, Democratic carpet-baggers 


have jerked that old New Deal gag out of their satchels for headlines 
again. Charlie Michelson, White House spokesman on the Democratic e 
National Committee payroll, has sounded-a preview of strategy by 
broadsiding to thousands of editors that Roosevelt haters are on the 
loose, are subordinating national welfare to their hatred of the 
President. That seems to be Michelson's idea of complying with his 
Chief's pledge of a political truce. 


Congress is quietly playing truant to go home and campaign now 
and then. Without ostentation, Democratic and Republican leaders agree 
there will be no important business transacted during a certain week or 
_ four days. This word is grapevined, and the boys slip away to repair 
political fences. . There will be more of that as the seasom progresses. © 


Get_ set for official radio and newspaper propaganda to convince 


you Government seizure of tires from automobiles and possibly the 
automobiles themselves is essential to the war effort. War shapers here 
want that authority. Congressional leaders have told them Congress won't 
grant it. So the next few weeks will witness a deliberate Administration 
effort to get the public-on its side, to have the, public bring pressure 
on Congressmen in behalf of new confiscation legislation. Probably the 
drive will flop. 
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sei labor and the organized farmers are faring 
well in this war because the politicians who are more and 
more shaping the nation’s economic destinies don’t dare 
ignore their special interests and desires. We all know 
the reason. The workers and the farmers are organized 
for effective group action. Their group voice is loud 
enough to command attention. 

In contrast the millions of investors who have put their 
savings into the securities of our private enterprises are 


Upholding Sicha . ights 


Must More Than 13 Million Investors in Corporate Enterprise 
Continue to Be the Forgotten People? 


BY LAURENCE STERN 





rights of the owners thereof. We have no illusions about 
this matter. We know it is extremely difficult to induce 
any large class of individuals to unite effectively in self- 
interest. Every movement has to walk before it can run. 
The labor unions and the farm organizations didn’t 
blossom forth overnight. No magician pulled them out 
of a hat. No Messiah led them immediately out of the 
wilderness. They grew slowly from the bottom through 
the cooperative labors of many individuals possessing 













virtually without political influence. The politicians— 
also the managements of some corporations—are indif- 


ferent to their interests. According to the 
best available estimates, there are some 13 
million individual stockholders. This figure 
exceeds the total membership of the C. I. O. 
and the A. F. L. combined. It also exceeds 
the total number of farmers. But, unfortun- 
ately, the figure for stockholders is a mere 
abstraction. They are not organized. They 
lack the unity which alone gives strength for 
action. Hence they are voiceless—voiceless 
not only in the councils of government, voice- 
less also at all too many directors’ tables. 

The numerous letters coming to us show be- 
yond doubt that a large percentage of stock- 
holders are keenly discontented both with 
their political helplessness and with the po- 
tential or actual abuses of privilege open to 
corporate managements under the absentee 
ownership system which has developed with 
the modern growth of Big Business. 

Well, what can be done about it? 

Of all groups, security investors obviously 
have the most direct, pocketbook stake in the 
survival of a free and productive private enter- 
prise system. They know that system is on 
the defensive—that it’s future cannot be taken 
for granted even when we will have won this 
war. Is it worth fighting for? You know it is! 

And we think there is only one answer: 
THE EFFECTIVE ORGANIZATION OF A 
SUFFICIENTLY LARGE PERCENTAGE 
OF AMERICAN INVESTORS TO PRO- 
VIDE THEM WITH A GROUP VOICE 
THAT WILL BE LISTENED TO. 

Such an organization need not be and 
should not be anti anything. It should not 
be against the New Deal in general nor 
qwainst corporate management, but for legit- 
imate private enterprise and for the legitimate 
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the will to act. 








United Aircraft Executives Change 


Their Minds on Pensions 


At a special stockholders' meeting in April, 1941, a coopera- 
tive retirement-income plan for employees and officers of 
United Aircraft was ratified over protest of minority share- 
holders. Provision for cost, adjusted to Oct. 31, 1941, was 
approximately $1,200,000. Here is a letter written to the 
President of the company on that matter by one stockholder: 

"Il wish to register a protest against the new pension plan 
which | believe to be unfair to the stockholders. 

"If you will recall at the annual meeting, one of the stock- 
holders rose and suggested that the two million dollar rebate 
on taxes received from the Government should be used for the 
purpose of giving the stockholders an extra divdiend of seventy- 
five cents a share. When you said that you did not think it ad- 
visable, | asked you why, in view of the fact that the company 
had such a huge backlog of cash, and when there would be 
no expense involved in the building of new plants; and you 
told me that you felt it much better for the company to retain 
this money for unforeseen emergencies. 

"And now | find that $1,200,000 is scheduled to be used for 
additional pensions and | do not think it fair to the stock- 
holders who are obliged to take their chances—as they have 
for years—on dividends as well as capital losses on their in- 
vestments. Therefore, | do not see why they should not receive 
an extra dividend—and why employees of the company earning 
large salaries and bonuses are eligible for additional security. 

"| therefore believe that this pension idea should not go 
through and that an extra dividend be paid instead." 

Although the retirement income provision for officers was 
duly voted, it was revealed in the company's recently issued 
annual report that the officers did not avail themselves of it. 
Evidently the minority protest was more effective than it seemed 
at the time. It was decided on second thought that pensions 
for executives was too "touchy".a matter. We are competently 
informed that, the precedent having been set, it is "improbable" 
that the executives will in future avail themselves of the plan. 
If that is so, why not formally drop it at the next meeting? 







































So we do not promise you that The Magazine of 
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Wall Street is going to start an organization of stock- 
holders. That might come in time if—but only if— 
enough of our readers prove to be actively interested. 
What we promise meanwhile is that we will do all that 
lies within our power to defend the American private 
enterprise system against threat from any quarter; to 
champion your legitimate rights as stockholders; to fight 
for the square deal and genuine democracy in the rela- 
tions between corporate management and stockholders; 
and actively to oppose such abuses of managerial re- 
sponsibility as come to our attention. 


It is significant that out of the 
hundreds of letters we have re- 
ceived from stockholders on the 
subject of executive remuneration, 
over 90 per cent object to pensions, 
even partly at company expense, 
for high paid officers. There is a more nearly unanimous 
sentiment on this than on any other question of rela- 
tions of management to stockholders. The general re- 
action is that executives who for years have drawn from 
$50,000 to $100,000 or more annually ought to be able 
to finance their own old-age annuities. The minority 


PENSIONS FOR 
EXECUTIVES 


favoring pensions in principle does so with qualification. 
Its composite view is that pensions, in relation to salary, 
should be far more generous for lower-paid employees 
than for top executives; that executive pensions should 
be “moderate”—with the most frequently suggested lim- 
its ranging from $5,000 to $12,500 a year—; and that no 
more than half of the cost should be met by the cor- 
poration. 

The great majority of investors, including the writer, 
can look forward to no old age security beyond what can 
be provided out of their own savings plus the small an- 
nuities—for some—from the Government’s modest Social 
Security program. With such people it just goes against 
the grain that corporations in which they have invested 
should finance large pensions for well paid executives. 
Managements which really desire to have the goodwill 
of shareholders would be well advised to keep this in 
mind even though—due in part to the carelessness of 
stockholders who sign proxies without digesting them— 
they may be able to count on getting a majority of the 
votes at the annual meetings year-in and year-out. Of 
course, you haven’t got much sympathy coming to you 
if you’re the kind of stockholder who automatically signs 
every proxy or automatically drops it in the wastebasket. 
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“It Ain't Necessarily So!" 


that? 


$23,223 out of total of $955,098. 


U. S. Steel. 
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When stockholders complain of large bonuses paid executives, 
the stock answer is: "The company has to provide incentive to 
get and keep able executives." That's true—but how much in- 
centive? If the main incentive of a $5,000 a year plant engineer 
is the desire to keep his job, why is not the same true of a big 
shot executive whether his remuneration is $75,000 or double 


The next time you hear this subject opened up at an annual 
meeting, ask the chairman if he ever took a look at the United 
States Steel Corporation's payments to its executives. This is 
the biggest industrial enterprise in the world. Its officers never 
get bonuses. Their salaries have not been raised and will not 
be. The President's salary of $107,000 is less than that of vice- 
presidents of various much smaller enterprises. The company 
pays part of the cost of a broad and reasonable pension system, 
payments in 1941 in respect to officers amounting only to 


Incidentally, Bethlehem Steel paid its officers and directors 
last year about 2.4 times as much remuneration as U. S. Steel 
paid for management, although the latter company topped 
Bethlehem by 66 per cent in dollar volume, 237 per cent in net 
income, 145 per cent in dividends. In ratio to dividends paid, 
Bethlehem management got about 6 times more than the 
managers of the larger company; in ratio to earnings, 8.1 times 
more. No doubt Bethlehem has an able management. So has 


& Many stock- 
DIRECTORS WHO ARE _ holders are puz- 
zled or disturbed 
when they note 
from proxy state- 
ments that they 
are asked to vote for director nominees who 
own little, and sometimes none, of the com- 
pany’s stock. This is a moot question and 
each case must be judged on its own merits. 
For one thing, directors listed as owning no 
shares or perhaps 100 shares to qualify, are in 
many instances the representatives of large 
stockholders. For example, five of the direc- 
tors of Yellow Truck & Coach hold no stock 
in it, but they are officers or directors of Gen- 
eral Motors which has the controlling stock 
ownership of Yellow Truck. Moreover, “pro- 
fessional” management, as distinct from man- 
agement by men owning large amounts of 
stock, has long beén common among railroads 
and utilities and is increasingly common 
among industrial enterprises. In principle, 
there is no reason why “professional” man- 
agement should be prejudicial to the inter- 
ests of stockholders. In practice, it depends 
on the ability and integrity of human beings, 
whether they, as executives, are also stock- 
holders or not. If you are pleased when you 
f note that your officers are very large stock- 
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holders, you might well take a second look. Pos- 
sibly it is simply a “family situation” that you have 
bought into. Some of the executives may have literally 
inherited their jobs; and the personal tax problems of 
the managers might largely determine dividend policy. 
On the other hand, some “family managements” are 
notably capable and fair-minded. Beech-Nut Packing 
Company is a case in point. Its founder and chairman, 
Mr. Bartlett Arkell, is a very large stockholder and so is 
his son, President W. C. Arkell. All executive salaries 
—less than $20,000—are far under the average corporate 
scale, nor are they supplemented by bonuses and pen- 
sions. Dividend policy has always been liberal in ratio 
to earnings, yet a conservatively strong working capital 
position has been maintained. In short, “professional” 
management may or may not serve the best interests of 
absentee owners; and “insider stockholder management” 
may or may not be a good management, and may or 
may not deal fairly with minority owners. You had 
best avoid generalization on this matter and judge 
fairly by results. 


Many companies are asking 

STOCKHOLDER stockholders to approve by-law or 
charter provisions providing for 

SUITS indemnifying—out of company 


funds — officers and_ directors 

against expenses and liabilities in- 
curred in defending litigation brought against them for 
negligence or misconduct in their official capacities. 
However, in all instances that we have noted—and we 
have before us as we write this a proxy of Amerada 
Petroleum Corporation containing such a proposal— 
there is an important qualification. It provides that the 
officers and directors will recover expenses only if they 
are not finally adjudged derelict in duty. That seems 
fair enough. There are all sorts of stockholders, just as 
there are all sorts of corporate executives. Irresponsible 
persons have been known to institute suits without valid 
cause. Without some protection against that sort of 
thing, a company might have difficulty in obtaining the 
services of responsible and competent directors. But 
in many of these arrangements, including that proposed 
by Amerada, there is a second “out” that seems question- 
able to us. It provides for indemnification of officers 
and directors also if the action is settled out of court. In 
that case, the issue of alleged dereliction obviously is not 
judicially determined. Amerada happens to be an excel- 
lently managed company and, so far as we can see, has 
well served the interests of its shareholders. The point we 
make is that this device for indemnification in actions 
settled out of court is potentially subject to abuse in the 
hands of less scrupulous managers. What is to stop negli- 
gent executives from quietly settling a well-founded 
action—at the expense of the stockholders? 
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Steckibinldiws el BE: 


Following are excerpts from a few of the 
many hundreds of the letters this publication 
has recently received. Others will be pub- 
lished in forthcoming issues. 


“I wrote a letter to General Motors protest- 
ing their bonus policy, and the next day I read 


- in your Magazine of April 18 the editorial 


‘The Forgotten Investor, which expressed 
my thoughts exactly. I received a reply from 
Mr. Alfred P. Sloan, Jr., and today I an- 
swered his letter asking him to read your 
editorial of April 18. Thanks for considering 
the forgotten investor.” 


Dr. L. F. Gainsway, Greene, N. Y. 


“I was most interested in the comment in 
your recent issue regarding the_ salaries, 
bonuses and retirement benefits paid the ex- 
ecutives of many of our large corporations; 
and while most people in contact with business 
regret the encroachment of government into 
industry, | know of no other redress for the 
small stockholder. I am enclosing you notice 
to stockholders from Woolworth Company 
which is a splendid example of the case in 
point—that in addition to fantastic salaries 
and bonus payment, there is a further grab 
in setting aside funds for retirement.” 


Lloyd D. Owens, Owosso, Mich. 


“We own shares in 35 of the nation’s lead- 
ing corporations in which we have equities in 
many branches of industry. We naturally 
have received all the financial statements, 
proxies, etc., issued by these various compa- 
nies. We have also noted the strong tendency 
during the past several years for the higher 
paid executives to be given substantial in- 
creases in salary as well as special funds be- 
ing set aside to be split up as a bonus for 
these men. 

“In my own estimation, I would prefer to 
see this sort of bonus money apply to the 
workers in the low pay brackets. I also note 


(Please turn to page 149) 
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O.: of the oldest of all businesses is that of building. 
Since time began, and a “cave shortage” came into being, 
man has built for himself a place in which to live and in 
which to work. During all of history, including its many 
wars, disasters and adversities, man has continued to 
build places to live and to work. 

Even the most extravagant of our present “arm chair” 
prophets, indulging in woeful predictions of what will 
come when war is done, have not gone so far as to sug- 
gest there will be no more building. In fact, we are in 
the throes of a building boom, no matter what curbs 
have been placed upon private residence construction. 

If battles are fought and won in open fields, in the air 
and on the sea, the material used to win these battles 
were all manufactured within buildings. Building is 
roughly divided into two branches, residential and indus- 
trial or commercial. Residential of course includes 
apartment houses and hotels as well as individual dwell- 
ings, while industrial building includes stores and office 
buildings. Except for the difficulty in procuring essential 
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materials there is no ban on certain types of residential 
building, costing more than a fixed amount, and includ- 
ing apartment houses; and there is no ban on the con- 
struction of industrial building. Public works also figure 
largely in the picture. 

Builders today are busy constructing war plants and 
defense housing of every conceivable type. But construc- 
tion now is strictly a war business. The part the industry 
is playing in the war effort is enormous. In addition to 
providing adequate plants and factories, upon its shoul- 
ders rests the task of constructing housing units for 
workers in these industries; workers, in many cases, who 
have been brought to the scene of their work from dis- 
tant points. 

Indications are that building for 1942 will exceed that 
of 1941, which was the top year in the industry. And 
this will be despite the fact that private building is 
virtually non-existent. It likewise means that as the 
war stretches out building ratios will continue high and 
when peace comes an acute housing shortage will exist, 
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assuring the industry of continued high activity, to- 
gether with resumption of non-war public works. While 
the day of mansions and large private homes is certainly 
a thing of the past, the future of small and modest type 
home construction, builders and realtors say, is just in 
its infancy. 

Although actual figures are not available, nor strictly 
reliable due to the flux in government building con- 
tracts, it is estimated construction of new industrial 
plants this year will- exceed the 1941 total of $1,600,- 
000,000 by a wide margin. The basis for this prediction 
is the current government schedules, which are currently 
estimated at around $3,750,000,000. By the end of July 
these figures are expected to be boosted to $4,000,000,000, 
and a year hence will probably be in the neighborhood 
of $5,000,000,000 or better. 

This does not include the vast amount of direct mili- 
tary construction such as ship yards, barracks and air 
bases, which also is expected to show a considerable 
increase over that of 1941. 

These figures are most interesting in view of the fact 
that prior to the attack by Japan upon the United States 
it was anticipated that new construction this year would 
decline to around $8,500,000,000 compared with the esti- 
mated total of $11,000,000,000 in 1941. 

All, however, is not skittles and beer in the building 
industry. Small builders, suppliers and contractors will 
suffer, some of them probably will be forced out of busi- 
ness. Those capable of raising the necessary finances, 
or with facilities to bid on sufficient war orders, will 
probably survive and even make money. 

The vast bulk of the war construction will be publicly 
financed, as was the case last year when more than half 
of the total new construction was financed by public 
funds. To balance the scale, privately financed heavy 
construction in 1942 is expected to be well under that 
of last year and in all probability will not constitute an 
appreciable percentage of the total. 

Heavy construction outside of the war needs will be 





virtually non-existent this year. The only such construc- 
tion will be completion of contracts entered into and 
approved prior to enforcement of war time restrictions. 
The only exception to this rule will be construction of 
buildings deemed essential to public health and morale, 
such as schools and hospitals, with no encouragement 
for more than a minimum of such activities. 

In the residential field, which will be dominated by 
defense housing, most builders will be kept on their toes 
to supply demands. It is estimated that the total num- 
ber of defense dwellings to be built this year may exceed 
450,000. Although this would be under the estimated 
total of 615,000 built last year, it will still hold 1942 at a 
high level. 

Private capital will finance the bulk of these defense 
dwellings. Present plans call for about 400,000 privately 
financed defense dwellings for 1942, with another 100,000 
to be government financed. All of these dwellings will 
be in the low cost field for the simple reason critical 
materials are not available for structures whose cost 
exceed $6,000. This residential construction, it must be 
remembered, will be confined to defense areas. 


Considerable Repairs 


Aside from the actual building a good volume of main- 
tenance and repair work is anticipated within the com- 
ing months. Some of this work will be done outside of 
defense areas, first, because it is essential, and second 
because it doesn’t require appreciable amounts of critical 
materials. An adequate supply of non-metallic materials, 
such as cement, stone, lumber, brick, glass, wall board, 
plaster and roofing, exists. Therefore any repairs solely 
dependent upon such materials can be done on the same 
basis as always. 

Before going into the matter of building costs, it might 
not be amiss to take a look at the financial structure of 
some of the larger firms in the construction field, such 
as Johns-Manville Corporation, American Radiator and 
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Standard Sanitary Corporation, the Celotex Corporation 
and the Flintkote Company, and see how they fared last 
year and what prospects are for 1942 from the stand- 
point of the shareholder. 

According to its annual report the Flintkote Company 
showed net sales of $27,151,169 in 1941, compared with 
$19,897,747 in 1940, an increase of 36 per cent. Profit 
before Federal, State and foreign taxes was $3,628,010 
in 1941, compared with $1,939,155 in 1940. Total taxes 
in 1941 were $1,890,349, as compared with $502,605 in 
1940, and net income transferred to earned surplus was 
$1,737,661, as compared with $1,436,550 in 1940. Domes- 
tic taxes totaled $2,212,538 in 1941 and only $744,926 in 
1940, or $3.16 per share of common stock during 1941 
as compared with $1.09 per share for 1940. 

The Johns-Manville Corporation, according to its 1941 
statement, set a new record high in sales with a total of 
$92,852,483, a 50 per cent increase over sales of $61,- 
761,236 in 1940. Earnings last year were $5,967,145, after 
making provision for contingencies arising out of war 
conditions, compared to $5,882,071 in 1940. After pay- 
ment of preferred dividends, earnings in 1941 amounted 
to $6.66 per share of common stock. The tax picture for 
this company was in line with other firms. Earnings 
before income and excess profits taxes were $17,491,975, 
an increase of $8,239,904 over 1940 when the figure was 
$9,252,071. Earnings after taxes amounted to six cents 
out of each dollar of gross income, compared to an 
average of five cents out of each dollar for the ten years 
1931-40. Total taxes in 1941 amounted to $12,366,274 
and were 2.7 times as great as in 1940. Total taxes in 
1941 were the equivalent of $14.55 per share of common 
stock—compared to $3 per share paid during 1941 in 
dividends. 

A nice increase was reported by the Celotex Corpora- 
tion last year. Consolidated net earnings for the year, 
after all charges and provision 
for Federal income taxes, were 
$1,749,098 (equal after pre- 
ferred stock dividend require- 
ments to $2.51 per share on the 
638,410 shares of common stock 
outstanding at October 31, 
1941), as compared with net 
earnings of $747,627, or 94 cents 
per share, in the previous year. 

The regular dividend of $5 per 
share (totaling $145,362) was 
paid during the year on the 5 
per cent cumulative preferred 
stock of the corporation. Four 
quarterly dividends of 25 cents 
each and one extra dividend of 
1214 cents per share (totaling 
$706,137) were paid during the 
year on the common stock of 
the corporation. The company 
paid a Federal normal income 
tax of $604,822; excess profits 
taxes of $473,000, and other in- 
come taxes and contingent tax 
reserves of $169,966. 

Taxes played a most impor- 
tant role in the annual state-  Chortes Phelps Cushing 
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ment of the American Radiator and Standard Sanitary 
Corporation. In 1941 the total cost of direct taxes to 
the United States was $12,151,000, as compared to 
$5,102,000 in 1940. This included $5,470,000 in excess 
profits taxes. 

Gross sales for 1941 amounted to $151,764,156 as 
against $117,501,809 in 1940 or an increase of 29.2 per 
cent. Net income before preferred dividends was 
$7,613,791 compared with $7,349,011 in 1940. 

The company paid out $6,546,000 in interest and divi- 
dends, or 5.4 per cent of total revenue, in 1941, as com- 
pared with $4,564,000, or 4.9 per cent, in 1940. 

In reviewing this statement it is of interest to note 
that while the number of employees increased from 
19,800, as of December 31, 1940, to 20,200 as of Decem- 
ber 31, 1941, the number of stockholders decreased from 
53,501 in 1940 to 53,334 in 1941. Salaries and wages in 
1941 aggregated $36,514,000, as against $29,147,006 
in 1940. 

To demonstrate that research has not been forgotter 
during this period of crisis, the company spent $357,000 
in research in 1941 compared with $323,000 in 1940. 
With the shortage of critical materials the research de- 
partment was almost constantly employed on substitute 
materials. Substitution will become more imperative as 
the war progresses. 

There you have a picture of four large building supply 
firms, a cross section of the industry. Among the prod- 
ucts they produce are blackout and camouflage ma- 
terials, asphalt building materials such as shingles and 
roofing; asbestos products, insulation products, building 
papers, flooring felts, coatings and plastics, rubberized 
products; ordnance material (shell loading); asbestos 
mining; rock wool and other insulation material and 
heating and plumbing products. 

The building industry had (Please turn to page 155) 
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Appraising the Changing Fortunes of War of Bullard Co., 
Mathieson Alkali, Savage Arms, U. S. Pipe & Foundry, American 
Chain & Cable, Skelly Oil, General Refractories, Otis Elevator. 


Bullard Co. 


For a stock which last year earned over $7 a share, 
and paid $2.50 in dividends, recent levels around 19 for 
Bullard Co., shares would seem to constitute a very con- 
servative appraisal of the company’s prospects. To be 
sure the issue is a typical “war baby” and this class of 
issue has been regarded with considerable market skep- 
ticism for some months now, but for that matter there is 
hardly a common stock, both quality and marginal is- 
sues, which in the present setting is not subject to vari- 
ous elements of uncertainty. In the case of Bullard, 
such uncertainties appear to have been adequately rec- 
ognized by current quotations. The company, a leading 
manufacturer of automatic machine tools of the type 
which are the very backbone of our war production ef- 
fort, has shown an increase of nearly tenfold in sales since 
1938. Plant facilities have been expanded and output, 
which has increased substantially over the past two 
years, will show further gains this year. The company 
does not issue quarterly reports but it is a pretty safe 
assumption that first quarter shipments were well ahead 
of a year ago. For the machine tool industry, as a whole, 
first quarter shipments were 52 per cent of the total 
1941 output, and equal to the entire 1940 output. Last 
year Bullard paid nearly $3,500,000 in excess profits 
taxes, in addition to income taxes of $916,000. All 
taxes were up some 100 per cent over 1940. Neverthe- 
less, net available for the capital stock was equal to $7.16 
a share against $6.15 a share in 1940. Contributing to 
make this impressive earnings showing was the fact that 
the company’s entire capitalization consists of only 
276,000 shares of capital stock. 

In relation to earnings, dividends of $2.50 last year 
seem modest. Doubtless, however, dividend policy was 
governed by working capital considerations. Cash at 
the year-end totaled $1,176,000, while total current as- 
sets were $9,224,000 and current liabilities were slightly 
more than $7,000,000. It is likely that some improve- 
ment in current position can be expected this year as 
the company is reimbursed for outlays under emergency 
plant contracts. It is a foregone conclusion, of course, 
that tax liability will be considerably larger this year, 
implying the possibility that 1941 results may con- 
stitute the peak of the company’s war-time earnings. 
Even so, with increased volume this year there would 
appear to be ample margin for higher taxes, leaving suf- 
ficient earnings to warrant the maintenance of dividends 
on a par with last year. 
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Mathieson Alkali 


Earnings of Mathieson Alkali in the first quarter of 
this year were lower than in the same month of 1941, 
for the now familiar reason, higher taxes. The company 
set aside 50 per cent of taxable income as a tax reserve 
pending final action on the current Federal tax program. 
Even so the company’s showing in the initial three 
months was somewhat better than had been generally 
expected of the chemical group. Net profit was $344,- 
861, equal after preferred dividends to 37 cents a share 
for the common stock. Last year in the same period per- 
share earnings for the common stock were 44 cents. For 
all of last year, net was equal to $1.90 a share on the 
common against $1.72 in 1940. Dividends last year, 
including a year-end extra of 25 cents, amounted to $1.75 
a share. The liberal ratio of dividends to earnings was 
justified by a fairly comfortable financial position. Cash 
amounted to nearly $2,000,000 at the end of the year 
and the company was holding $800,000 in Treasury 
tax notes. Total current assets were about $6,500,- 
000 comparing with current liabilities of less than $2,- 
000,000. The common stock is preceded by only 23,777 
shares of preferred stock on which annual dividend re- 
quirements amount to only $166,439. Currently the 
company’s plants are operating at capacity levels. De- 
mand from paper and rayon manufacturers has been at 
a high level for some months and promises to continue 
so indefinitely, while the company’s chlorine division 
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has been accelerated by Government demand for war 
gases. At the present time Mathieson is engaged in the 
construction of two plants for the Government, one for 
the production of vital magnesium, the other for ammo- 
nia. The potential output of the new magnesium plant 
will be about 36,000,000 pounds annually, but will not 
be in production until late this year. With a price range 
of about $5 a share between the current high and low, 
Mathieson Alkali shares have acted marketwise better 
than the chemical group as a whole and at recent levels 
around 23, the price-earnings ratio is fairly high in rela- 
tion to that for the rank and file of common stocks at the 
present time. Dividends which were just about earned 
in the first quarter may be subject to some modification 
later in the year, depending upon the final provisions of 
the tax measure. In any event it is unlikely that cur- 
rent payments will equal the $1.75 figure for 1941. 


Savage Arms 


Savage Arms shares are an out-and-out war issue. 
Ass such they are subject to all of the uncertainties and 
qualifications identified with our war effort. In peace 
time the company was a well-known manufacturer of 
sporting and small arms together with an extensive line 
of consumers’ durable goods such as washing machines 
and other items of household equipment. However, 
some months before Pearl Harbor the company’s facili- 
ties were devoted 100 per cent to war work, principally 
the manufacture of machine guns, rifles and small arms 
and ammunition. Data on orders, contracts and ship- 
ments are not available. It goes without saying, how- 
ever, that operations are at capacity levels and likely to 
be maintained there for the duration. Thus far the 
company’s conversion to a war basis has been quite 
profitable. Net income last year totaled $3,426,629, an 
increase of about 240 per cent over 1940. In mid-1940 
Savage Arms capital stock was split four for one increas- 
ing the outstanding shares to 670,860. Based on the lat- 
ter figure, 1941 earnings were equivalent to $5.11 a share, 
while results in 1940 were equal to $1.53 a share. Thus 
far stockholders have shared generously in the com- 
pany’s prosperity. Following the split-up last year 
three payments aggregating $2.75 a share were made, 
while total payments on the basis of the present capitali- 
zation amounted to $3.3114 a share. Dividends, like 
earnings, were well in excess of peace time figures. 
Financially the company was fairly well heeled at the 
end of 1941. Cash and Government securities totaled 
$14,677,000, while current assets of about $20,000,000 
compared with current liabilities of $15,617,441. How- 
ever, the ability of the company to match 1941 dividends 
this year will depend in a large measure on the pro- 
visions of the current tax program. Thus far two pay- 
ments of 50 cents each have been made. But even if 
it is assumed that dividends do not exceed $2, the indi- 
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cated yield at recent levels around 14 would be sizable. 
The shares must be rated strictly a war speculation and 
retained or purchased solely on that basis. 


U. S. Pipe & Foundry 


A number of contingencies, difficult to appraise at 
this time are present in the current outlook for U. S. 
Pipe & Foundry. During the latter part of 1940, the 
company’s production was impeded by reduced alloca- 
tions of pig iron, an expedient made necessary by the 
Government in the interest of the defense program. At 
the end of the year, however, unfilled orders on the 
books of the company were the largest in many years. 
It was officially stated that 74 per cent of this tonnage 
carried priority ratings but it is by no means certain that 
these ratings may not be modified or subordinated. 
Scrap shortages have increased the demand for pig iron 
and in order to insure adequate supplies for the produc- 
tion of the huge quantities of armament steel now called 
for, all non-essential civilian requirements will be “out 
of luck” for the duration. Witness, the recent order of 
W PB eliminating more than 400 common steel items 
from production in 90 days. All private and industrial 
building will cease in the near future and the only 
construction which will be permitted is that which will 
be utilized in either war housing or armament output. 
One of the largest manufacturers of cast iron pipe in the 
country, U. S. Pipe & Foundry’s products are used prin- 
cipally in the transportation of water, gas, sewage and 
other essential services. Undoubtedly a substantial part 
of the company’s recent output has gone to serve new 
military cantonments and armament plants. The prob- 
abilities are, however, that the current year will see the 
peak of such business and from then on the company’s 
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sales and earnings will depend upon supplies of pig iron. 
Last year some of the company’s facilities were being 
converted to Government work, and the annual report 
for 1941 hinted that additional facilities would be placed 
at the Government’s disposal if necessary. Possibly this 
will serve to cushion the effects of the elimination of the 
company’s normal sales channels, but one can do little 
more than conjecture as to the probable earnings under 
such a set-up. Dividends amounting to $2 a share on 
the common stock have already been declared for all 
of 1942. This policy in the face of the uncertainties with 
which the company is faced can be justified by an excep- 
tionally strong financial position. Current assets at the 
end of 1940 totaled $11,659,833, while current liabilities 
were less than $2,000,000. Cash alone amounted to 





$5,352,152. Net current assets alone were equal to 
about $14 a share for the 695,923 shares of stock 
which comprise the entire capitalization. Last year 
the company paid taxes totaling the equivalent of 
$4.68 a share. Earnings on the other hand were equal 
to $3.76 a share. The Government’s share of the com- 
me pany’s profits will be greater this year; stockholders’ 
ae share will be less. 
1 and 
American Chain & Cable 
American Chain & Cable common shares may be con- 
ceded a fair measure of speculative appeal. Right now, 
se at of course, practically all of the company’s output is being 
U. S. utilized either directly or indirectly in the war program 
, the but products of American Chain are such that the com- 
lloca- pany was able to swing with comparative ease into the 
y the war economy and should be able to revert to a peace- 
At time basis with equal facility. The sources of demand 
1 the for American Chain products at the present time are a 
years. veritable roster-of the leading armament and munitions 
nage manufacturers. Sales last year were at an all-time peak, 
1 that a record which promises to be short lived, no longer in 
vated. fact than the current year. It is to be doubted, how- 
x iron ever, that current profits will follow the same pattern. 
oduc- In this connection it is noteworthy that while sales last 
called year were up nearly 63 per cent, earnings gained only 
“out 25.9 per cent. Taxes were in excess of $6,400,000 and 
ler of were equal to nearly 63 per cent of net income before 
items taxes. Increased output normally makes for increased 
strial efficiency and better profit margins. If, however, the 
only company this year is able to absorb higher taxes other 
nh will than at the expense of earnings it will be an outstanding 
itput. exception to the general rule. That is not to say that 
n the earnings will not be good this year. They should be good 
prin- enough to support comfortably the present indicated 
> and dividend of $2 a share for the common stock. But they 
| part will be less than the $3.54 a share reported in 1941. This 
> new prospect would seem to have been rather adequately 
prob- recognized marketwise, and at current levels around 18, 
e the the shares would seem to have more in their favor than 
any’s the average so-called war speculation. 
"REET MAY 16, 1942 








Skelly Oil 


Faced with the serious curtailment of sales of gasoline 
and other oil products in the important consuming areas 
on the eastern seaboard, many leading oil companies 
will be adversely affected earningswise. One company, 
however, which appears to be singularly favored is Skelly 





Oil. The company’s service territory embraces areas in 
the middle-west and southwest and, with its principal 
refinery in Kansas and the bulk of its production coming 
from Oklahoma, Texas and Kansas, operations have not 
been impeded by the shortage of tankers. Last year the 
company’s sales set a new record and earnings were 
equal to $6.02 a share, up from $3.28 the previous year. 
Of particular interest is the fact that the company’s 
crude production is in excess of refinery requirements, 
giving it a surplus for shipment outside its own territory 
or for export. Of equal note have been the rapid strides 
being made in the company’s solvents division. Sales 
of the latter, which total nineteen specifications, have 
more than doubled in the past three years. The com- 
pany is the third largest producer of natural gasoline 
and also manufactures a “bottled gas,” both of which 
products have recorded steady gains. Dividends last 
year totaled $1.50, a conservative rate which should be 
maintained without difficulty in 1942. 


General Refractories 


Sales and earnings of General Refractories are closely 
geared with operations in the steel industry. It is hardly 
surprising, therefore, that sales last year were the largest 
in the company’s history. Last year the company’s per- 
centage of production to capacity was 88.86 per cent, 
while in the first quarter of this year the figure stood at 
better than 93 per cent. (Please turn to page 155) 
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BY B. M. FULLERTON 


p Sao several months of uncertainty, light is appar- 
ently about to be thrown on the most perplexing invest- 
ment problem of 1942. For many weeks investment 
analysts have been stymied by their inability to foresee 
what the new Revenue Act would do to corporate earn- 
ings. The Treasury’s earlier proposals, though helpful, 
were not regarded as final. Now that the House Ways 
and Means Committee has presented. its version, how- 
ever, the analysts are gaining greater confidence. Ad- 
mittedly the Committee’s plans may, to some extent, be 
subjected to compromise. Nevertheless, in principle the 
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Companies in Good Tax Position 





Footnotes: See table page 133 


= Earned Per 1941 Tax 
Es Share 1941 Dividend Credit 
EE Allis Cholmens......... 2... $3.23 $1.50 $2.43 
= American Agricultural Chemical... 1.79(1) 1.20 2.40 
= American Seating.................. 2.28 1.00 1.33 
& Anchor-Hocking Glass... .... Rassea 2.35 0.90 1.85 
= Atchison Topeka & Santa Fe......... 9.91 2.00 9.35 
= Barber Asphalt.................... 0.66 ahs 1.42 
= Bulova Watch............... 7.50E(2) 3.00 4.99 
ee eee 13.23(3) 3.00 4.98 
= Caterpillar Tractor.................. 494 2.00 2.81 
= Central Violeta Sugar 1.63(4) Unlimited 
= Chickasha Cotton Oil............... 1.5004) 0.75 1.66 
PR nic, 9.22 6.00 6.80 
= Colorado Fuel & Iron....... 4.06(1) 0.75 2.15 
=  ConteinerComp............. 2.98 1.50 1.52 
Seer ere 1.18 1.00 1.07 
= Davison Chemical.............. 1.27(1) 0.60 0.87 
= Fairbanks Morse hin’ 4.87 2.50 3.15 
= Food Machinery 4.27(4) 1.75 2.81 
= Great Northern eR Ei 6.72 2.00 6.35 
= Hudson Motor Car. Es irae hod ate 2.62 tee 2.07 
= International Business Machines... .. . 10.44 6.00 8.06 
= ae ak Se eee 1.65 1.00 1.44 
= Lima Locomotive.................. 6.02 1.00 3.07 
eee 1.20 1.25 
= eS EERE OR 1.08(4) 0.25 0.54 
= National Cash Register.............. 2.84 . 1.00 1.24 
= National Dairy Products. . : 1.97(6) 0.80 2.13 
= Paramount Pictures............. ; 2.97 0.90 1.80 
= Standard Oil Co. (N. J.) 4.54(7) 2.50 2.59 
= United States Steel Corp... ......... 10.45 4.00 4.61 
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House proposal probably will continue to provide the 
soundest basis for the formation of an investment policy 
until the act itself is finally passed. 

The known facts about the House bill are limited to 
major premises. So far only the provisions covering 
the extent of income and excess profits taxes and the 
method of calculating the invested capital option have 
been made public. Nothing has been definitely deter- 
mined about such important items as the handling of 
depletion, post-war credits and the use of consolidated 
reports for establishing tax exemptions. For many com- 
panies the final decision on these questions will 
assume considerable significance. Yet they are 
in a sense secondary and non-essential in a pre- 
liminary estimate of the effects of the new 
tax bill. 

The House version differs in several important 
features from the earlier Treasury proposal, and 
would, in most instances, have rather different 
results. The Treasury bill calls for no change 
in the method of calculating the average earn- 
ings and invested capital options, an income tax 
of 55 per cent and an excess profits tax of 75 
per cent. The House plan, on the other hand, 
provides for an excess profits tax of 94 per cent 
and income taxes of 40 per cent. The average 
earnings credit would be undisturbed, but the 
invested capital exemption would be calculated 
on the basis of 8 per cent of the first $5,000,000, 
7 per cent of the second $5,000,000, 6 per cent 
of the next $190,000,000 and 5 per cent of the 
remainder. An important feature would be the 
exemption of the 6 per cent residue from further 
taxation. 

A good idea of the effects of the House pro- 
posal can be obtained from the two accompany- 
ing tables. These attempt to appraise the 
extent to which various companies would be 
favorably or unfavorably affected by the new 
taxes, the criterion being, except for a very few 
exceptions, not the relationship of the credit to 
past earnings, but ability to hold earnings at 
such levels before excess profits taxes as to per- 
mit maintenance of or an increase in the 1941 
dividend. The tables are made up of three 
columns, the first of which lists net income per 
share of common in 1941, the second last year’s 
dividend and the third the excess profits tax 
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cent. The companies in Table 1 generally have 
a higher credit than the dividend paid last year. 
Several interesting generalizations can be 
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the present law and of $12,150,000 under the 

House plan. A billion dollar company now has a credit 
of $70,050,000; it will have one of $52,150,000 under the 
House proposal. Obviously the bigger a company is the 
harder it will be hit. 

The effects of the change in method of calculation can 
be dramatized by three specific cases: Bethlehem Steel, 
Armour & Co. and Chicago Pneumatic Tool. Each of 
these companies uses the invested capital option, and 
while each is in one sense a special instance, together 
they cover the most important type of development 
occasioned by the proposed change in the law. 


Effect on Earnings 


Up to the present Bethlehem Steel has been using the 
invested capital option. The company’s investment is, 
of course, huge and the House plan reduces the credit 
substantially. The reduction is so great that it falls 
below the exemption Bethlehem can claim by using the 
average earnings option. To illustrate how important 
the change becomes, the credit the big steel concern can 
claim under both options is listed in Table 2. Obviously, 
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' can be — Companies in Poor Tax Position 2 

made concerning the tables. Companies using = 8 
the invested capital option would find their = Earned Per 1941 Tax | 
exemptions cut by increasing margins in pro- = Share 1941 Dividend Credit = 
portion as their investment exceeded the $10,- = American Radiator........... $0.73 $0.60 $0.46 = 
000,000 mark. “Invested capital” concerns hav- 2 American Telephone & Telegraph. . 10.01 9.00 = = 
ing large preferred issues outstanding would be 2 ‘Amour®Co..... a an *~ 2 
particularly hard hit, although all companies = Seen ee pe — ee 2 
F . Se = \- ES Re En be . . = 
having preferreds would be in worse position TE ethlchem Stee! (lavested copital)..... aes aa 368 = 
than those having only common shares. In some =  gethichem Ste 1 : = 
A = el (average earnings)... . 9.35 6.00 4.16 = 

cases the tax base will probably have to be [ pewesAdieMatie 0ess)60(emeeaeO 
shifted from the invested capital to the average = Chesapeake & Ohio..... «5.79 3.50 2.76 = 
earnings option because of the extreme cut in = Chicago Pneumatic Tool..... a 1.50 0.00 = 
the credit caused by the new method of calcula- Coca-Cola............ . 6.78 5.00 4.56 = 
tion. Computation of invested capital from Commercial Solvents. ... - = om = 
balance sheet data cannot always be trusted, Come: - 45% + — pees res = 
since many companies have concealed assets = Pousles Aitcraft......... er care yi = 
which they can declare for tax purposes. Con- = . sti lpia pe sips _ = 
. : : ° = eneral Electric... ... : ; 1.99 1.40 0.63 = 

cerns with small or deficit credits are in very bad S Gitta... 2.59 2.00 1.85 a 
position, particularly when preferred stock is 2 General Motors......... 4.44 3.75 2.81 | 
included in their capitalization. Simply as a = Intemational Harvester. 6.94(3) 3.00 2.38 S 
rule of thumb, companies using the average 2  Johns-Manville........ 6.66 3.00 2.82 2 
_ earnings option have their taxes increased about =  Lissett Myers....... 5.22 5.00 <a = 
30 per cent from 1941. And, perhaps most Mack Trucks. ....... - — sae 2 
interesting of all, the tax credit will have con- Ceara Seg. - bicas beast — 3 
siderable value in forecasting earnings, provided itn ai mre ttss pi — pe = 
the bill is passed in its present form and heavy Secthitk. e pe ass ym = 
excess profits taxes are imposed. I ae 2.10 0.30 0.85 = 
The most significant change wrought by the Sent Geek... 6.35(8) 4.25 3.97 = 
House proposal is unquestionably the new Spencer Kellogg. . .”.. 3.66(9) 1.60 1.53 =| 
method of calculating the invested capital option. 2 Standard Brands........ 0.54 0.50 0.45 = 
To many of the companies using a capital credit, = Union Carbide & Carbon. . 4.53 3.00 esc 2 
this will mean a sharp cut in exemption that 3 United StatesRubber............... 4.86 = _ = 
increases with the size of the concern. Although = E—Estimated; (1)—Year ended June 30, 1941; (2)—Year ended March 3 1 = 
the House plan does not change the status of a 2 1949; (3)}—Year ended Oct. 31, 1941; (4)—Year ended Sept. 30, 1941; (5)—- = 
business with an invested capital of $10,000,000, = Year ended Nov. 30, 1941; (6)—52 weeks ended Jan. 3, 1942; (7}-Yea = 
heyond that amount the rates increase in ae- — $ricde,2 tm ch Yew ended Je. 2 Sot) (9) Fear ended Auns 
verity. A company with invested capital of $200,- = = 
000,000 has an exemption of $14,050,000 under Enynnnnnunniuiannaian cnn 


with an invested capital exemption of $3.42 a share after 
40 per cent income taxes and an average earnings credit 
of $4.16, it will shift to the latter base. 

The case of Armour illustrates the unfortunate posi- 
tion of the company with a large amount of preferred 
outstanding. Although earning $1.95 a common share 
in 1941, its net after income taxes of 40 per cent would 
have been cut to 28 cents a share by the new House plan. 
Like Bethlehem Steel, the company uses the invested 
capital option and its credit is cut accordingly. But, 
unlike Bethlehem, its average earnings are too low to 
permit it to benefit from a shift. 

Most dramatic of all, however, is the case of Chicago 
Pneumatic Tool. This company has an invested capital 
credit of about $618,000 after income taxes but an aver- 
age earnings deficit. If the House plan had been in force 
in 1941 the capital exemption would not have covered 
preferred dividend requirements of $703,477. Although 
earnings before taxes amounted to $9,205,850, the amount 
of income in excess of the credit which would have been 
subject to excess profits taxes of 94 per cent would have 
approximated $7,685,600. Of (Please turn to page 152) 


133 





Oe Se Oe eG 


Harris & Ewing 


- Soe of the motion picture companies start 
with a unique factor in their favor. Many other lines 
of business are necessary to the nation’s health and 
welfare; their’s alone, perhaps, bases its principal value 
on its contribution to entertainment and morale. Writ- 
ing to Lowell Mellett, Coordinator of Government 
Films on December 18, 1941, President Roosevelt said, 
“TY want no restrictions placed (on the industry) which 
will impair the usefulness of the films, other than those 
very necessary restrictions which the dictates of safety 
make imperative.” This is a favorable background 
which can be equalled today by few other lines of 
civilian enterprise. 

Because of the favorable background, investors have 
considerable justification for believing that their hold- 
ings will be subjected to fewer vicissitudes than if 
they owned stocks in the average industry. To a large 
extent they are warranted in thinking that every effort 
will be made to maintain film production, that theatre 
going will be encouraged and that the absence of ceil- 
ings on admissions will be a constructive factor in 
maintaining earnings. Even so, they should not suc- 
cumb to the temptation of regarding the industry as 
devoid of uncertainties. Motion picture producers face 
the type of problems of attendance, materials scarcities, 
taxes and costs that are inherent in a war economy and 
that inevitably provide a considerable element of risk. 
To recognize this is common sense. While favorable 
considerations predominate, they do not provide an 
excuse for over-optimism. 

The chief problem facing the industry is probably 
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HOW GOoOo0OD ARE 
THE MOVIES? 





BY PHILLIP DOBBS 


that of attendance. The absence of many of the men 
who are normal theatre goers and the increasing con- 
centration on the war effort may eventually cause an 
actual drop. Already the statistics on admissions may 
be giving a warning. The available figures show an 
increase of some 12 per cent over the same months in 
1941, but they are for box-office receipts at first run 
houses, and may be misleading as to what is happen- 
ing in the country as a whole. Part of the rise over 
last year is accounted for by an increase in prices. The 
remainder may represent a change in theatre-going 
habits, as people with additional funds are apt to 
patronize the early run houses. This conclusion is 
supported by what appears to be a drop in attendance 
at the neighborhood theatre. Of course, the decline 
may be offset by rising attendance in cantonments, but 
admissions are cheaper in the military establishments, 
and it may be that overall receipts are due for a 
decrease. 

Next to the question of attendance is the film situa- 
tion. Before the year is over the industry may run 
into trouble here. No specific reductions have so far 
been ordered in raw film, but it is by no means certain 
that some will not be necessary. The chief ingredient 
in film is nitro-cellulose, the same material that is so 
essential in the manufacture of munitions. In spite of 
the morale value of the motion picture, its production 
will have to take second place to that of shells. A reduc- 
tion of output is already being hinted at in some quar- 
ters and certain pessimists estimate that the cut will 
run as much as 25 per cent. 
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The third major problem is that of taxes. This is 
nothing unique to the industry, and, because of the 
relatively good tax position, might prove less trouble- 
some than elsewhere, except for one thing. Picture 
producers are in the unfortunate position of being uni- 
versally saddled with preferred stock. Increased taxes 
will cut into earnings in any event, but should the rise 
in normal and surtax rates be especially severe, margins 
of coverage of preferred requirements might be im- 
paired substantially. In that case few of the large 
companies could hope to approximate 1941 earnings 
and those with dividend accumulations on their pre- 
ferred stocks like Warner Bros. might find themselves 
unable to make any reduction of consequence in the 
arrears. A Federal income tax of 40 per cent, as ap- 
proved by the House Ways and Means Committee 
would be relatively favorable, but the 55 per cent rate 
proposed by the Treasury would be rather severe from 
the standpoint of common stock. 


Problem of Higher Costs 


Further troubles of perhaps less consequence are 
the expenses undertaken by the industry as its volun- 
tary contribution towards the war effort, higher distri- 
bution costs and uncertainties in obtaining equipment. 
Producers are now donating shorts for the purpose of 
bringing home the war to America, which are exhibited 
in some 12,000 theatres. Combat troops are sent, free 
of charge, 16 mm. films of new releases. Distribution 
costs of the industry have been raised considerably by 
the elimination of block booking as the result of the 
consent decree signed last year, although higher admis- 
sion prices are probably compensating fully for the rise. 
As for plans for expansion, no new theatres can be 
opened which cannot be proved essential either for 
entertainment or for public morale. So far, new equip- 
ment can be obtained if the parts to be replaced are 


turned in, but with the increasing demands of the 
armed forces on raw materials, the difficulty of secur- 
ing replacements may become more pronounced. 

In spite of the formidable catalogue of actual or 
potential problems, the outlook of the motion picture 
industry is, on the whole, probably encouraging. If a 
decline occurs in attendance which is due to funda- 
mental causes, little or nothing probably can be done 
about it. The industry will, of course, have no con- 
trol over tax rates. On the other hand, it should be 
reasonably successful in finding ways and means to 
cope with raw materials shortages or make its old 
equipment do. 

Insofar as decreased attendance is concerned, the 
chief threat probably will continue to be directed at the 
smaller houses. Producers controlling large chains and 
the bulk of first run houses should still benefit from 
the shift in attendance to theatres showing the earlier 
releases. Transportation shortages and the advantages 
of a central location should tend to emphasize the 
beneficial effects of any change in attendance habits on 
such companies. From this standpoint, Loew’s, Para- 
mount, Twentieth Century-Fox and Warner Bros. 
should find themselves favorably placed. 

The possibility of curtailed production, though super- 
ficially serious, likewise is probably open to solution. 
Part of it can be taken care of by the unusually large 
backlog of releases built up by leading producers. In 
addition much could be accomplished by rearranging 
schedules, eliminating cheaper productions, lengthening 
runs and increasing the number of revivals. 

Schedules for the year, as originally planned, called 
for some 600 major releases, with a higher-than-normal 
concentration on Class A productions, in itself a step 
towards the curtailment of double features. Recently 
there has been some talk of cutting the number of im- 
portant films to 400. This, however, is probably less 
of a threat than the mere (Please turn to page 153) 





Movie Companies At a Glance 





























Tax 
Credit (Based Earned 1941 
Company on House Plan) 1941 Dividend Comment 

Columbia Pictures............... $1,120,000} $2.35D None 1942 operations will be the most substantial ever undertaken and results before taxes 
should compare favorably with 1941. Retirement of bank loans will take precedence 
over common dividends, 

Rae We. oe ese 12,000,000 6.87A $3.00 Interest savings and larger income from foreign sources and higher U. S. attendance 
should permit a further improvement in operating results. Taxes will reduce net, but 
the $3 dividend should be covered. 

Paramount Pictures.............. 5,810,000 3.413 0.90 While operating results should be satisfactory, heavier taxes may cut net below 1941. 
High normal and surtaxes mav restrict dividends. 

Radio-Keith-Orpheum........... No estimate d0.530 None While benefiting from greater attendance with the rest of the industry, only a small 

possible. improvement is indicated in earnings. Common dividends must await elimination of 
preferred arrears, 

Twentieth Century-Fox........... 7,770,000 2.03 None Depending on tax rates, a further improvement in earnings is indicated. Preferred 
dividend requirements provide less leverage against the common than for most of the 
industry. Common dividends were recently resumed. 

Universal Pictures............... 3,100,000 295.953 4.00(1) Probable continuance of a high rate of earnings suggests further sinking fund retirements 
of the remaining 9,229 shares of first preferred. Arrears as of April 1, 1942, totaled 
$68 a share. 

NNN NORE 6 bcos cee eres 6,133,000 2.05N None Prospective larger taxes indicate a decline in net from recent high levels, but earnings 


applicable to the preferred’ should remain a Common dividends must 


await retirement of preferred arrears of $33.683/4. 
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t—Including carryover. D—Twelve months ended December. A—Year ended August 31. J—Year ended Jan. 3, 1942. O—Year ended 
October. N—52 weeks ended November 29. (1) Paid on first preferred through April 1, 1942. Universal earnings are on first preferred. 
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Murray Corp. All Out 


A report published in a recent 
issue of Iron Age disclosed that 
Murray Corp., a former manufac- 
turer of automobile bodies, has now 
attained maximum production as a 
subcontractor to the aircraft indus- 
try 11 weeks ahead of schedule. 
Body panels have been replaced on 
the company’s conveyor lines by air- 
craft wings and similar parts. In 
addition the company’s die shop is 
machining turrets for 28- and 30-ton 
tanks and is working on a new type 
of turret developed by General 
Electric for bombing planes. Other 
subcontracting jobs which Murray 
has undertaken include frames for 
Ford jeeps and Dodge military ve- 
hicles, and the company is manu- 
facturing flame arresters for machine 
guns. Production will soon be 
started on control surfaces for Cur- 
tiss combat planes. During the past 
year employment at Murray Corp. 
has increased nearly 1700 per cent, 
and 95 per cent of the company’s 
former automotive workers are cur- 
rently engaged in armament produc- 
tion. The figure is expected to reach 
100 per cent by June 1. 


Buffalo Forge 


Although the shares of Buffalo 
Forge were only recently listed on 
the New York Stock Exchange, the 
company is an old established one 
dating its history back to 1878, and 
it was incorporated in 1901. Since 
the latter year it has operated at a 
profit in every year except the de- 
pression years 1931-33. Distribu- 





tions have been made to stock- 
holders in every year since 1901. 
The company manufactures heating 
and ventilating equipment, machine 
tools, centrifugal pumps, plantation 
machinery and chemical process 
equipment. Under normal condi- 
tions the company’s customers are 
drawn from a widely diversified field 
of industries. At the present time, 
however, the great bulk of the com- 
pany’s orders are in connection with 
the naval and merchant marine ship- 
building program and other various 





governmental war and defense proj- 
ects. The nature of the company’s 
business and facilities was such that 
conversion to a war-time basis in- 
volved little or no change-over and 
to that extent ultimate peace-time 
problems are minimized. The latest 
financial report is for the year ended 
November 30, 1941. Sales for that 
period totaling some $10,000,000 
were up about $4,000,000 from the 
previous year. Net income for the 
1941 fiscal year totaled $1,145,804 
and was equal to $3.50 a share on 
the 324,786 shares of stock compris- 
ing the entire capitalization. Net of 
$775,118 in the previous year was 
equal to $2.25 a share. Dividends 
paid in 1941 amounted to 60 cents a 
share, with the most recent declara- 
tion amounting to 45 cents. The 
shares were recently quoted around 


18. 
Interesting Preferred 


At the present time General Cable 
7% preferred shares are paying 
regular dividends, but the stock 
carries arrears in unpaid dividends 
amounting to $52.50 per share. As 
the company’s name suggests, it is 
engaged in the manufacture of a 
full line of insulated wire and cables. 





$1 14,900,000. 


000,000,000. 
CIVILIAN CONSUMPTION. 





The Business of War 


RATE OF SPENDING DAILY. In July, 1940, the daily rate of Federal 
spending for armament and war purposes was $7,200,000. By 
November, 1941, it had reached $66,600,000, and in March, 1942, 


ANNUALLY. Of our $3,000,000,000 of war spending in March, 1942, 
$2,500,000,000 was for tangible sinews of war—an annual rate of 
$30,000,000,000 and a three-fold growth in a year. In 1932 our 
entire national income was only $40,000,000,000. 


IN PROSPECT. Contracts and commitments made between June, 1940, 
and February, 1942, approximate $82,000,000,000, and a third again 
as much remained appropriated or promised. 


DEFICIT. This year's deficit will be $18,700,000,000 and the debt next 
June, $70,600,000,000. The following year the deficit will be $35,- 
500,000,000 and the debt will exceed $110,400,000,000. 


TOTAL OUTPUT. In 1941 the national product was $115,000,000,000. 
To attain the President's goal, the 1942 product must reach $132,- 


To achieve the President's goal, the 
Commerce Department estimates there must be a decline of $9.8 
billions in consumers’ purchases, $3.7 billions in private construction, 
$3.5 billions in private equipment expenditures. 


Reprinted from May, 1942, Banking 
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At last reports the major portion of 
the company’s output was for mili- 
tary and naval purposes, with priori- 
ties on copper restricting production 
for civilian purposes to a minimum. 
Last year, shipments on a tonnage 
basis set a new high record and dol- 
lar shipments recorded a gain of 
better than 80 per cent. With more 
than $50 in accumulated preferred 
dividends it is only too apparent 
that the company’s past record has 
been a highly erratic one. In fact 
preferred dividends were earned in 
only four out of the past eight years. 
Last year net income available for 
the preferred stock was equal to 
$26.25 a share compared with $16.37 
a share in 1940. Financially, the 
company has registered considerable 
improvement. Last year funded 
debt was reduced from $7,800,000 to 
$6,000,000. Cash was up and net 
current assets were in excess of 
$12,000,000. It is unlikely, particu- 
larly in the face of higher taxes this 
year, that the management will elect 
to pay off any considerable part of 
preferred dividend arrears in cash. 
Further strengthening of finances 
seems the more probable course. 
There is, however, a possibility that 
some plan of recapitalization may 
be evolved which would prove bene- 
ficial to preferred stockholders. 
Weight to this possibility is given 
by the complicated character of the 
company’s capital structure at this 
time. From a straight income stand- 
point the preferred shares at recent 
levels around 80 offer a generous 
yield, where quality is not a major 
consideration. 


Montgomery Ward 


Sales of Montgomery Ward in the 
first three months of the company’s 
current fiscal year were up about 
11 per cent from the level a year 
ago. Thus far, however, the com- 
pany has had the advantage of 
rather sizable inventories of “hard 
goods” such as tires, refrigerators, 
washing machines, radios, etc., car- 
ried over from last year. The real 
pinch in these lines will come later 
in the year. More and more the 
company’s sales emphasis will have 
to be directed toward “soft goods” 
and even here difficulties may be 
experienced in obtaining adequate 
quantities of merchandise. Tighten- 
ing of terms on installment credit 
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From Consumer Banking Institute 


Reduced to its simplest terms, Inflation is the result of two basic conditions: 
(1) Rapidly increasing purchasing power; (2) Rapidly decreasing supplies of 


civilian merchandise. 
economy. 


Supplies of merchandise cannot be increased in a war 
The only alternative is to “mop up" purchasing power with taxes, 


bond sales, etc. 


will be another restricting factor. 
The company has already taken 
steps to conform with the OPA 
price-freezing order. And _ finally 
there is the problem of higher 
taxes to be met this year. All 
of which brings up the question 
of dividends. The company in the 
past has elected to pursue a con- 
servative dividend policy, disburs- 
ing about half of earnings to stock- 
holders. Last year earnings were 
equal to $4.01 a share and dividends 
amounted to $2. This year earnings 
will most certainly fall below $4. 
perhaps substantially so, not alone 
for the reasons enumerated above, 
but also due to the current policy 
of making heavy charges against 
earnings for inventory reserves. 
The latter item last year amounted 
to $5,000,000, while in the first quar- 
ter of this year it was $2,550,000. 
Earnings after reserves in the initial 
quarter of the current fiscal year 
have been officially estimated at 42 
cents a share, figuring taxes at the 
Treasury's proposed rates. The 
company is understood to have vir- 
tually halted its expansion program 
and for this reason directors may 
be disposed to follow a more lib- 
eral dividend policy. If not, the 
present 50-cent quarterly rate is 
due to be modified in the near 
future. 


So They Say... 


Soap sales set a new high record 
in the first quarter. Forward buy- 
ing probably. . . . Dividends of $2 
on General Motors and $4 on 
Chrysler shares are regarded as as- 
sured. ... For some reason, investors 
are displaying less interest in war 
stocks and more in issues that have 
peace-time potentialities, according 
to brokers. . . . Sales gains of Philip 
Morris continue to outstrip those 
for the cigarette industry as a whole. 
. . . Rayon production increased 
17 per cent in first quarter. Demand 
was even greater. . . . Low priced 
phonograph records will be hard hit 
by rationing of shellac. . . . Two 
leading oil companies, Tide ‘Water 
Associated and Standard of New 
Jersey, have predicted lower earn- 
ings this year. .. . Tank production 
by Baldwin Locomotive is now three 
and one-half times the rate set by 
the War Department a year ago.... 
American Cyanamid’s first quarter 
report, showing earnings practically 
on a par with last year despite a 
100 per cent increase in taxes, was 
much better than had been expected. 
. . . Earnings of U. S. Industrial 
Alcohol for the March 31 fiscal year 


‘are estimated at about $5 a share. 


. .. Borg-Warner shares continue to 
attract persistent buying. 








WAR PLANT CONVERSION 
AND FINANCING 


Editor's Note: This page is devoted to case histories of 
small plant conversions. In accordance with War Produc- 
tion Board policy, names and addresses are not presented. 


Pictured below you see the entrance to one small unit 
in our Arsenal of Democracy. Name and address are 
withheld under policy requested by WP B. Although it 
is owned and operated by seven brothers, this concern 
is decidedly small business. Normal production consists 
of industrial saws and knives. Now it is doing surface 
grinding work on feeder, sight and trigger parts for 
machine guns; special washers and sight parts for air- 
craft; piston rings for marine engines; parts for surgical 
instruments; machine tool parts; bullet dies, gauges, etc. 
The variety of items shows what any reasonably well 
equipped metal-working plant can do in war work. Yet 
small war orders are the rule with this plant, mostly on 
a subcontract basis. None of its individual orders to 
date has run to more than $4,000. But the plant is busy 
enough to run two eight-hour shifts. Conversion began 
with a visit by No. 1 of the seven brothers to the Con- 
tract Distribution Office of the old OPM early in 1941 
for advice, followed by form letters to various procure- 
ment offices and price contractors, describing in detail 
types of saws and knives made and available equipment. 


Our second thumbnail case history of a successful con- 
version is that of a small maker of musical instrument 
parts. It’s an eight-man firm in the Bronx which for 
28 years had made precision hardware for string instru- 
ments, such as timing devices, pegs and tail pieces for 
ukuleles, guitars and banjos, guitar steels, tambourine 
jingles, etc. Equipment included power presses, lathes, 
millers, shapers and screw machines. Says the sales 
manager: 

“The banjo was just staging a revival, and we were 
hoping for a big year when priorities—and Pearl Harbor 
—hit us. At that juncture our musical instrument busi- 
ness just naturally went out the window.” 

With advice from WP B Contract Distribution engi- 
neers, this concern got its first war business in February 
and is now operating on subcontracts at 65 per cent of 
capacity. Chief war items are parts for radio and elec- 


138 


trical apparatus and aircraft. usical instruments may 
be “out the window” but not this manufacturer. 


Mr. R. has an unusual one-man business: the manu- 
facture of fencing foils, sabres and epees and other 
fencing equipment, including helmets, masks, guards, 
gloves, etc. Discarding European handicraft methods, 
some years ago he started a plant with a small rolling 
mill, a battery of trip hammers, heat-treating furnaces, 
grinding, polishing and welding equipment, etc. War 
business, mainly for export, includes fences and sabres 
for troop training and machetes for jungle fighting. 
Additional business in sight includes rifle bayonets, 
surgical instruments and aircraft forgings. Mr. R. has 
had to expand his machine facilities and is now employ- 
ing 50 workers on two shifts. 
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-sided squeeze hi non-essential 
“enterprises will soon become almost incredibly harsh. Take — of moves 
to convert’ $60,000,000 worth of automobile dies into scrap, and 
Administration proposal to commandeer civilian automobiles or rosa 
These are straws in the wind, reminding you. there am no limit to war’ 


economic regimentation. 


alre Te le wer to e. over | or all of yo lant 
eachinety and tools. Don't be surprised when it starts making increased 


_ use of this power in the case of non-essential plants which can't be, or _ 
are noe t being, converted to war work or indispensable civilian production. 


“And it's not impossible that your idle machinery might be junked to feed 


the maws of the steel industry. Your right to keep it intact is no more 
sacred than the right of thé motor industry to hold on to the dies for 
post-war production of civilian cars. 


The problem of keeping plants going in essential production, 
whether for war or civilians, has implications which will outlast the war ~ 


period. There is going on now the fastest and greatest change ever known 
in industrial technology and operating methods. If you don't keep your 
plant going, your competitors who succeed in doing so will come out of the 
war with an operating "know-how" far superior to yours. With better 
equipment, too, in many cases. Small manufacturers with enough capital -to 
live on while retiring "for the duration" will find it very hard to get 
back into the swim. 








Industrial engineers intimately familiar with.a11 the problems 
of small plant conversion insist that any plant can find -some kind of 
floor space. But in a great many cases the inadequacies of management are 
the biggest handicap. We get the same story from WPB. Before you make 
any conversion move, by all means get qualified engineering advice. You 
can get at least preliminary engineering help from the nearest local WPB 
office. 


Take the case of a certain watch manufacturer who' conceived. the 
idea that he could readily manufacture fuses for shells because of 
similarity in timing apparatus. But the similarity proved to be far from 
close and the cost of effective conversion turned out to be very ° 
considerably more than he had allowed for. _An engineering advisory firm 
had to be called in finally to straighten out the mess. Too many small 
manufacturers are under the illusion that, because they know their own 
business, they are competent to decide for themselves just how to use 
facilities for new lines. 














George A. Latidee. peomhot te trouble-shooter for WPB, says that 
the scarcest of all the war materials is managerfal brains. He is a 
production expert of Western Electric Company, serving WPB as a dollar-a- 
year man.. "We starved industry in the '30's and we're forcing it in the 
"40's," says Landry, “with the result that we hit the boom with weakened 
management." 





Some executives who were well able to control a $1,000,000 
business during ‘the depression now have a $15,000,000 business, built up 
with Government funds, and many of them are not able to handle it. "Many 
boys quit-studying engineering because they were told there was no longer 
a need for engineers", explains Landry. "In the small companies which 
we have turned into big companies you don't have a sizable group of able, 
trained -young men, ready to step up and take over as the company loses 
its top executives. Big companies have always developed and depended 
upon-a group of young fellows who were kept close to the top like that. But 























blow to the war program,’ because in many cases you can't replace him. And 
many of the leading executives are dying off, partly because of the tax 
of heavier responsibility this program has laid upon them. Men with 
certain ailments which wouldn't prove fatal for many years if they took 
things easy are knocked out when you place a greatly inereased burden of 
work on them." No law can “change this bottleneck. 


ident's order authoriz Na itime ommission 


to guarantee, up.to 100 per cent, loans made to war contractors was issued | 


over six weeks ago. Extension of credit under these liberalized 


provisions is lagging. For instance the Federal Reserve Bank of New York 


states that so far it has had seven applications, involving less than 
$4,000,000, approved. The applicants must have "certificates of —_ 
necessity" from either the Army, the Navy or the Maritime Commission. 
Although the Army is chiefly concerned, thus far it has stationed no 
liaison officer at the.bank to facilitate action on the applications. 
Total applications presented to thisinstitution amount to Bes involving 
nearly $10,000,000. 


Interest of many small plants in conversion has been frantically 
increased by the new and crushing restrictions on civilian use of steel 


to go into effect between now and-the first of August. Steel is the 
backbone of industry. The new black-outs here will hit a larger number 
of individual manufacturers than any single series of previously announced 
restrictions. Many will have to shut down. The more aggressive and 
best equipped are fighting successfully for ‘survival as subcontractors. 


The Murray Bill, with $100,000,000 revolving fund to aid conver- 
sion of small business firms to essential work, is expected to pass the House 
and be signed by the President. In this election year everyhody at 
Washington simply adores the small business man. But your salvation, as 
usual, will continue to depend predominantly upon you. ~ Besides, if-the 
red tape could be cut and-if this money could quickly be put to use in 
rescue operations, it wouldn't go very far. It might last two weeks or 
six months, depending on how it was administered. Against the eight or 
nine billions the RFC has put up for big war undertakings, it looks more 
and more like very small change. But maybe there are some votes in it. 


Rising labor costs, with prospective further sharp increase in 
Federal taxes; are additionally complicating the over-all conversion 


problem. Take the little publicized matter of separation allowances which 
manufacturers have to agree to set up— in order-to attract workers — 
for payments to men who will be dismissed when the war activity 

















“terminates. Since the employer can't make tax deductions On reserves set 


aside for this purpose, they represent an added and often important labor 
cost. It is expected a bill will soon be introduced in the Senate to 
permit a tax offset, but the Treasury will have the last word. 


It is hard for any~of us to keep perspective on our fast 
speeding war economy. It will help you to see the forest, rather than 


the trees, if you keep in mind that the recent steps usher in a whole new 
phase of control. Heretofore the Government's effort has centered 
primarily on production, conservation and conversion to output for war 
and minimum civilian essentials. What you now see is the rapid beginning 
of control of distribution in which price-freezing and wage stabilization 
~are of paramount importance. One step forces another. Get ready for much 
more extensive rationing and forced standardization of products. 






small companies can't afford ne ‘gma jcuventena are built around thee rhe 
managerial ability of one man. “The death of a good executive is a serious 
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Earnings Position for 1942 





BY FRANK R. WALTERS 


Alpha Portland Cement 


In spite of the threat of a practical ceiling on earnings 
implied in the House Tax Bill, Alpha Portland Cement 
should continue to show a highly satisfactory level of 
profits. 

Present indications are that volume will surpass 1941 
by a good margin and that it may be at the best rate in 
the company’s history. Despite the fact that the norm- 
ally slack season is at hand, operations were recently 
stated to be at 70 per cent of capacity, well above the 
level of the same months of last year. Although use of 
cement in residential construction will diminish sharply, 
increased military and industrial consumption will more 
than take up the slack. The backlog of orders is said to 
be considerably over that of a year ago, pointing to record 
production during the seasonally active construction 
months and a large part of output is destined for Gov- 
emment projects. 

From the earnings standpoint Alpha is favored by the 
firmer price structure in effect since elimination of import 
competition. This has largely served to offset rising costs, 
particularly of fuels. With expenses now stabilized by 
the imposition of price ceilings, profit margins should be 
maintained at a satisfactory level. Under a 94 per cent 
excess profits tax and income taxes of 40 per cent, earn- 
ings should be somewhere in the neighborhood of $1.65 
ashare. While this will be a drop from the $2.09 of 1941 
and would not quite cover the $2 dividend paid last year, 
distributions should be generous as dividends have char- 
acteristically been liberal in relationship to earnings. 
Assuming a minimum distribution of $1.50 a share, how- 
ever, the stock provides a good yield at the recent price 
of 1514. 

Ranking as one of the five leading producers of cement 


in the United States, Alpha Portland Cement has com- 
piled a reasonably good earnings record. Plants are 
located in Ohio, New York, Pennsylvania, Illinois, Mis- 
souri, Alabama, and Virginia and have a combined 
capacity of more than 12,500,000 barrels of cement an- 
nually. Production costs are well below average, with the 
result that profits are shown in all but the most unfavor- 
able years. Finances are in sound shape, the December 
31, 1941 balance sheet having shown net working capital 
of $8,818,470, including cash of $2,195,444. A strong 
trade position has been consistently maintained. Capi- 
talization consists solely of 634,090 shares of no par 
common stock. 


Glen Alden Coal 


Glen Alden Coal is one of the few concerns with a 
chance of performing the rare feat of duplicating 1941 
earnings of $2.17 a share during the current year. The 
company is the principal domestic producer of anthracite 
coal, with a capacity of some 15,000,000 tons a year, and 
accounts for about 1/6 of United States output. Sub- 
stantial investments are owned in distributing agencies 
throughout the Middle Atlantic and New England states, 
through which the widely advertised brand of Blue Coal 
is marketed. In contrast to the restricted resources of 
most anthracite producers, a strong financial condition 
has been maintained. The earnings record is particularly 
good, profits having been shown throughout the de- 
pression. Capitalization consists of $31,006,609 funded 
debt and 1,750,487 shares of no par capital stock. 

Glen Alden should be in an excellent position to par- 
ticipate’ fully in the exceptionally large demand for 
anthracite coal expected this year. Shortages of fuel oil, 
the chief competitor, resulting from shipping losses and 
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diversion of tankers to military use, are causing a wide- 
spread conversion of residential buildings and industrial 
plants to coal burning, as a consequence of which con- 
sumption of anthracite should surpass the 1941 level by 
a wide margin. Because of the rapidly changing condi- 
tions under which this is happening an estimate of the 
extent by which the company should surpass 1941 sales 
is impracticable. Nevertheless, it is quite probable that 
the 10.7 per cent rise of 1941 will be exceeded and that 
the volume of shipments may come close to or possibly 
surpass the level of 1929. 

The chief question in determining the company’s earn- 
ings should be the tax rates in force in the 1942 period. 
With its excess profits tax exemption calculated on the 
present basis of 8 per cent on the first $5,000,000 and 
7 per cent on the balance, Glen Alden has an indicated 
tax credit of around $9,500,000. Under the income and 
excess profits tax rates recently approved by the House 
Ways and Means Committee, this would put a practical 
limit on earnings of about $3,800,000, or almost exactly 
what the corporation earned in 1941. Were the method 
of calculating the invested capital bases changed in ac- 
cordance with the House recommendations, however, the 
practical maximum earnings level would be reduced by 
about $400,000. This would mean a decline in net of 
some 25 cents a share, but would still permit coverage 
of the $1.70 dividend paid in 1941. 


Lee Rubber & Tire 


Indications are growing that the extreme pressure to 
which Lee Rubber & Tire has been subjected, together 
with the other rubber stocks, has been overdone and 
that a high rate of operations together with a relatively 
good tax position will permit an eminently satisfactory 
level of earnings in 1942. 

Lee’s normal business is confined almost exclusively to 
the replacement tire market, in which the company is a 
small but increasingly important factor and where it has 
been able to show consistent improvement in sales and 
earnings in recent years. As a result of the curtailment 
in automobile production and the critical nature of the 
rubber supply situation, however, it was felt that the 
company faced a considerable drop in operations for the 
duration of the war. This has proved not to be the case. 
Late last year, approximately 70 per cent of the activi- 
ties of the mechanical goods division were devoted either 
directly or indirectly to the production of war goods. 
More recently portions of tire plants were converted to 
the manufacture of military type tires and other products 
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required in the war effort. Further government orders 
are believed to have been obtained and it is expected 
that operations will soon be at capacity. Assuming rea- 
sonably good profit margins, net before taxes may not 
vary greatly from the $2,046,165 of last year. 

Lee’s final results may depend largely on the tax rates 
in force in 1942. Even so, net income should be at a 
relatively high level. The company paid excess profits 
taxes of only $13,405 last year, indicating a credit of 
very close to the taxable net of 1941. Assuming that the 
Federal income tax rate is set at the 40 per cent recently 
approved by the House Committee, Lee could earn as 
much as $5.03 a share before having to pay excess profits 
taxes. While this is lower than the $6.14 of 1941, it 
would hardly seem to be over-appraised by the recent 
price of 1614. At worst, coverage of the $2.25 dividend 
paid last year by a good margin seems assured. Dis- 
tributions on the common should be liberal, since the 
financial position is strong. 


Atlas Plywood 


In spite of higher taxes, earnings of Atlas Plywood for 
the fiscal year ending June 30, 1942 will probably set a 
new record in the history of the company and may 
exceed $4 a share. Although normal business is being 
curtailed by priorities, operations should continue at 
capacity for the remainder of the fiscal period or longer. 
Profit margins are believed to be adequate. The present 
50 cent quarterly dividend rate should be continued, at 
least for the time being. 

Subsequent to June, Atlas Plywood’s earnings will 
probably be cut by higher taxes. Operations should hold 
at a high level, since the loss of regular business is 
being more than offset by (Please turn to page 156) 
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BUSINESS ACTIVITY 
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Per capita business activity has risen two 
points during the past fortnight, to a new all 
time high. April average was 126.6, compared 
with 123.3 in March and 107.6 for April, 1941. 
Without compensation for population growth, 
the index rose during April to 150% of the 
1923-5 average, from 146 in March, and topped 
April of last year by 18%. War expenditures 
during April reached $3.23 billion, absorbing 
about 29% of the national income, and raising 
total defense-war cost to $26.5 billion from 
mid-1940 to date. 

* * 

Armament production is expanding so 
much faster than expected that estimates of 
war expenditures for the 1943 fiscal year have 
been lifted to $70 billion, from the $56 billion 
originally scheduled, raising that year's deficit 
to $49 billion (if additional taxes bring in only 
$7 billion) and boosting the public debt to $125 
billion by June 30, 1943. The A. B. A. esti- 
mates that deposits of all member banks will 
reach $76 billion by that date, a 25% rise in 
18 months, and that the nation's commercial 
banks will absorb an additional $16.4 billion of 
Government securities during the 1943 fiscal 


ear. 
Y x * * 


Since all of this $16.4 billion will turn up 
(Please turn to following page) 







CONCLUSIONS 


INDUSTRY — Corporate Federal in- 
come taxes would be $700 million 
less under latest House proposals 
than under Secretary Morgenthau's 
schedule. 






TRADE—Small retail stores will be hit 
harder by contemplated rationing 
and standardization of consumer 
goods than by price ceilings. 





COMMODITIES—Price freezing reg- 
ulations accorded general approval 
and cooperation. 





MONEY AND CREDIT—Treasury 
"tap" issue marks significant step in 
Government financing. More will 
follow. 
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INDUSTRIAL PRODUCTION(a)| Apr. 160 174 144 
INDEX OF PRODUCTION AND 
TRADE (b)................... Mar. 111 112 105 
PRMMRION 23 cass tc sp odckoren. Mar. 120 120 109 
Durable Goods............... Mar. 128 128 1493 
Non-durable Goods. .......... Mar. 113 114 106 
Primary Distribution............ Mar. 109 110 98 
Distribution to Consumers....... Mar. 92 96 103 
Miscellaneous Services......... Mar. 112 113 101 
WHOLESALE PRICES (h)....... Mar. 97.6 96.7 81.5 
COST OF LIVING (d) 
PRUNE Pr eee Mar. 96.1 95.1 86.3 
PS. [Sk ORR ane es Mar. 97.5 95.7 79.2 
[1 ED aS RR Re LP Mar. 90.7 90.4 87.7 
RMON oo Sh Sch ge ee Mar. 85.8 84.5 73.2 
ee eS ee Mar. 90.4 90.4 86.4 
oS Repeat re cen Mar. 103.5 102.9 98.3 
Purchasing Value of Dollar...... Mar. 104.1 105.2 115.9 
NATIONAL INCOME (cm){....|. Mar. 8,654 7,952 6,977 
CASH FARM INCOME}+ 
Farm Marketing............... Mar. 891 810 610 
Including Gov't Payments....... Jan. 1,097 1,235 754 
Prices Received by Farmers (ee)..} Mar. 146 145 103 
Prices Paid by Farmers (ee)... .. Mar. 148 147 124 
Ratio: Prices Received to Prices 
i |, CS SIRI eee se oars. Mar. 99 99 80 
FACTORY EMPLOYMENT (f) 
Durable'Goods :... oo ..5. 04 Mar. 147.0 145.1 123.7 
Non-durable Goods. .......... Mar. 122.6 122.7 116.3 
FACTORY PAYROLLS (f)..... Feb. 181.9 178.2 131.2 
RETAIL TRADE 
Dept. Store Sales $ t............] Feb. 3,715 4,211 3,538 
Durable Goods (a)............ Feb. 109.5 116.7 173.7 
Non-durable Goods (a)........ Feb. 150.1 156.5 124.6 
Chain Store Sales (g)............. Mar. 169 165 128 
Retail Prices (s) as of............. Mar. 112.5 111.9 94.9 
FOREIGN TRADE 
Merchandise Exportst.......... Mar. $608 $475 $350 
Cumulative year's totalt to...... Mar. 1569) xbi es 985 
Merchandise Importst.......... Mar 252 239 255 
Cumulative year's totalf to...... Mar. |. 695 
RAILROAD EARNINGS 
Total Operating Revenues*..... Mar. $540,280 $462,486 $416,319 
Total Operating Expenditures*..} Mar. 360,151 327,653 283,329 
LSS cee aie aan ree Mar. 74,532 56,736 41,931 
Net Rwy. Operating Income*...} Mar. 48,230 66,486 32,256 
Operating Ratio %............ Mar. 66.66 70.85 68.06 
STEEL 
Ingot Production in tons*....... Apr. TAg2 7,393 6,754 
Pig lron Production in tons*....} Mar. 5,113 4,458 4,104 
Shipments, U. S. Steel in tons*..}| Mar. 1,781 1,617 1,720 
GENERAL 
Paperboard, new orders (st)....... Feb. 508,272 581,502 470,671 
Machine Tool Output (millions of $)} Mar. 109 93 57 
Railway Equipment Orders (Ry) 
LIEIES S|. osc c ons he koe Feb. 169 25 127 
FOREIGN oi aa cere: Feb. 11,085 8,479 5,645 
PRUE MOINS 5 555.5 5505-5 soos es Rebs sk Saceruies. ©. cegeet 45 
Cigarette Productiont............ Mar. 17,016 16,628 15,529 
Bituminous Coal Production * (tons).| Apr. 49,000 47,400 5,975 
Portland Cement Shipments * (bbls.)) Mar. 12,563 8,293 9,915 
Commercial Failures (c)........... Mar. 1,048 916 1,211 








(Continued from page 143) 
somewhere as profit after taxes, there appears 
to be no reason to become panicky over the 
earnings outlook. An analysis by the National 
City Bank of earnings reported for the first quar- 
ter by 110 manufacturing corporations discloses 
an increase over the like period last year of $46 
million, or 11%, in net income before taxes; but 
an increase of $116 million in reserves for taxes 
converted this into a decrease of $70 million, or 
32%, below last year. A larger group of 280 
companies showed a decline of only 25% in net 
after taxes. Since reserves for taxes and con- 
tingencies were unusually liberal this year, it 
seems probable that true profits were consider- 
ably better than reported. Tax reserves set aside 
by the 110 corporations for the first quarter were 
63% larger than last year, whereas the latest 
tax proposals would call for an increase of only 
35%, or $64 million. This correction alone, with- 
out any cut in contingency reserves, would reduce 
the decline in profits to 9%, instead of the 
32% drop reported. 


* * * 


The OPA now estimates that income pay- 
ments this year will total $111 billion to $119 
billion, against only $92.6 billion last year; yet 
the supply of consumer goods and services will 
be less. The inflationary effect of this huge in- 
crease in consumer incomes will be somewhat 
softened by the well known tendency to save more 
as income rises. Thus the Department of Com- 
merce estimates that savings now average 19% 
of income, against only 12.5% in January, 1941; 
so that half of the increase in consumer incomes 
over last year is being saved, and the other half 
absorbed by higher living costs. 


* * * 


Price ceilings slated by the O P A to become 
effective around the middle of May on a long 
list of ‘cost of living items" are welcome news 
to that half of our people whose incomes have 
not risen during the period of mounting costs, 
and should serve as an educational prelude to 
the subsequent stabilization of farm prices and 
factory wages without which it would be impos- 
sible to stop inflation. Swollen incomes of fami- 
lies engaged in war work are the primary source 
of inflation. They should be subject to heavy ex- 
cess profit taxes. But there appears to be little 
economic advantage in limiting executive salaries 
to $25,000 net or in holding business profits below 
incentive levels. Recognition of individual abil- 
ity and achievement is the cornerstone of democ- 
racy. To reduce everyone to a common level 
would lead to economic stagnation and a per- 
manent lowering of living standards. They tried 
it in Russia, the one-time habitat of applied 
communism, and failed. Of our total national 
income, executive salaries account for less than 
half of 1%, and dividends only 5%; but wages 
constitute 65%. 


* * * 


The O P A estimates that the lag between re- 
tail and wholesale prices under its recently issued 
price ceiling regulations will cost the nation's 
retail stores only $350 million after taxes. Stores 
with low cash reserves and shortsighted manage- 
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WEEKLY INDICATORS 























Latest Previous Year 

Date Week Week Ago PRESENT POSITION AND OUTLOOK 
M. W. S. INDEX OF BUSINESS ment will be hardest hit. Consumers are post- 
ACTIVITY 1923-25—100...... May 2 128.3 127.5 110.9 | Poning purchases, hoping for price reductions 
on May 18; but reductions then may average less 
than 1%. Small stores will be hit hardest by 

er POWER OUTPUT M P 3.305 3.073 2.945 rationing and standardization, to come next. 

AR min cree ar eee ay ? i i Rese 

TRANSPORTATION Though freight rate increase did not become 
Carloadings, total................ May 2 858,904 861,353 680,657 | offective until Mar. 18, net income of Class | 
apie its ARE RE ila eae? May 2 36,193 35,677 33,854 | Fallroads for the first quarter totaled $98 mil- 
By hs epi sae eee May 2 169,419 169,659 99,786 | lion after taxes of $184 million; compared with 
a . e May 2 50,407 51,260 42,674 | only $69 million after taxes of only $112 million 
Manufacturing & Miscellaneous....) May 2 383,211 382,433 358,917 | in the like period of 1941. The O D T has or- 
Wen eg cae en May 2 112,736 123,580 163,691 | dered pooling of railroad equipment; ‘but Chair- 
man Eastman says the Government probably will 
+t have to take over the railroads as in World 
STEEL PRICES Wer | her soe Bonite b ; 
Pig Iron $ per ton (m)..........-. May 5 23.61 23.61 on6e | te ee ee 20%. 

Scrap $ per ton (m).............. May 5 19.17 19.17 19.17 tas ve 

Finished ¢ per Ib. (m)............ May 5 2.305 2.305 2.305 oe 





STEEL OPERATIONS 


% of Capacity week ended (m).... _M 


The W P B has been given virtually complete 
control over production and distribution of elee- 
99.0 100.0 97.0 tric power for the duration, thereby confining 
the F P C to its original statutory powers. 





PETROLEUM 


Average Daily Production bbls. * 

Crude Runs to Stills Avge. bbls. *. 
Total Gasoline Stocks bbls. *.... 

Fuel Oil Stocks bbls.*......... 
Crude—Mid-Cont. $ per bbl.... 
Crude—Pennsylvania $ per bbl. ... 
Gasoline—Refinery $ per gal... 
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3,335 CL) a The steel industry in 1941 earned 6.2% on its 
3.441 3,506 3,772 record sales volume of $5.26 billion, against 8.1% 


101,376 102,897 95.823 on sales of only $3.49 billion in 1940. The 
19,939 81,107 91.889 O PA is considering a 5% cut in average prices 





1.47 4.47 1.07 for finished steel. Cost to the industry would be 
2.25 2.25 1.88 $150 million before taxes; but only $9 million 
.092 .092 071%, after taxes. 











TMillions. *—Thousands. 
long term trend. (c)—Dun & Bradstreet. 


(a}—Index Federal Reserve 1935-39—100. (b)—Federal Reserve Bank of N. ¥Y. 100%—estimated 


(cm)—Dept. of Commerce estimates of income paid out. (d)—Nat. Ind. Conf. Bd. 1923—100. 


(e}—Dept. of Agric., 1924-29—100. (ee)—Dept. of Agric., 1909-14—100. (f)}—1923-25—100. (h)}—U.S. B. L. S. 1926—100. (j)— 


Adjusted—1929-31—100. (m)—lron Age. 


(n)—1926—100. (n. i. ¢. 6.}—Nat. Ind. Conf. Bd. 1935-39—100. (p)—Polk estimates. 


(pc}—Per Cent of capacity. (pl)—Preliminary. (r)}—Railway Age. (s)—Fairchild Index, Dec., 1930—100. (st.)——Short tons. 
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1942 Indexes 1942 Indexes 
No. of 
Issues (1925 Close—100) High Low May 2 May 9 (Nov. 14, 1936, Cl—100).. High Low May 2 May9 
270 COMBINED AVERAGE... 48.6 41.4 42.3 42.9 100 HIGH PRICED STOCKS... 51.96 43.20 44.34 45.07 
100 LOW PRICED STOCKS.... 38.78 32.49 32.91 33.11 
3 Agricultural Implements.... 82.6 72.7 74.4 78.2 3 Liquor (1932 Cl—100).... 159.9 137.5 139.2 144.1 
9 Aircraft (1927 Cl—100)... 172.6 132.2 132.2c 134.0 8 Machinery............ -.. C2 ORO - 7O2 765 
4 Air Lines (1934 Cl—100). 245.0 178.4 192.9 209.3 at oe 53.9 45.2 46.3 47.7 
5 Amusements............. 31.7 27.0 27.7 29.5 4 Meat Packing............. 46.0 346 34.6a 34.9 
13 Automobile Accessories... 79.3 70.7 70.8 71.7 9 Metals, non-Ferrous........ 131.7 101.8 103.3 108.8 
13 Automobiles............. 9.7 7.4 9.0 9.2 SE WONNERS 2 otis a diecine athe 41.3 9.5 9.9 10.2 
3 Baking (1926 Cl—100).. 61 59 Sm $8 21 Petroleum..............-. 746 59.8 61.1 62.8 
3 Business Machines......... 94.2 81.7 90.1 90.4 16 Public Utilities............ 19.1 13.8 155 149 
2 Bus Lines (1926 Cl. mer “100).. 64.6 38.2 51.1 55.6 3 Radio (1927 Cl_—100).... 13 5.9 6.9 6.8 
6 Chemicals. : . 156.3 126.3 128.2 127.0 7 Railroad Equipment........ 379 203 HA We 
14 Construction. Mec cdg: cardeavaiceiare 196 164 -172 . 13.6 SOs AMS go oc os bse ces os 9.9 7.6 8.2 8.1 
BCG taIiene ees oot cnve.c wears’ « 158.8 138.4 143.2 147.2 IMMUNE fone G5; sc8, 00s Rae 1.9 1.3 1.4 45 
8 Copper & Brass........... 75.14 GG 62.5 62:1 2 Shipbuilding............. 112.0 926 93.8 92.66 
2 Dairy Products............ 27:3 25.5 256 26:3 Ge ee or 65.0 54.7% 563. 565 
6 Department Stores......... 16.3 12.4 124d 12.6 i oie a care wa ve Att 40.1 29.1 29.1 29.2 
6 Drugs & Toilet Articles..... AZ5 314 -3TA - 399 GN Oo ore as ers batho. a's 179.4 137.5 137.56 140.0 
2 Finance Companies........ 114.0 99.5 111.9 114.0 3 Telephone & Telegraph.... 38.1 306 35.5 369 
TP ROGEPEIANGS 0c s.aie ee Sec cles 78.6 60.6 60.7 61.4 PSC eee 34.2 244 268 26.4 
ra lot he 43.7 32:2 32.6 34.6 3 Vires: & Rubber. ...........; 10.3 7.9 9.8 10.3A 
AN FAI RRAREINE Me 2 or crevasses Senn 98.1 23.7 248 25.2 Co eed eee era 55.3 40.7 445 446 
9 Gold Mining: ..........-. 455.2 315.4 327.6 338.6 2 Variety Stores. ........0505. 187.2 143.7 1414.7. 44637 
6 Investment Trusts.......... 165 3.8 145: 46 19 Unclassified (1941 Cl—100) 109.9 90.8° 90.8a -93.7 





A—New HIGH this year. New LOWS since: 


a—1941; b—1940; c—1939; d—1938. 
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The past fortnight has witnessed a most significant step 
not only in our war economy but in our efforts to stem the 
almost irresistible forces of inflation. Formally known as the 
General Maximum Price Regulation, the Government has 
taken the official steps necessary to freeze prices of goods 
and services. This week maximum prices for all wholesale 
transactions, except exempted products, will become effec- 
tive, and next week the great bulk of retail transactions will 
be subject to the same maximum price regulations. The 
immediate effects have been a spurt in buying activity on 
the part of retailers not only with a view to taking advantage 


Trend of Commodities 


of price protection, but also, in all probability, to average 
down the cost of higher priced inventory. The problems 
involved in this attempt to regulate prices are so many and 
so complex that there are bound to be inequalities and 
hardships. For example, reports indicate that the most 
immediate problem occupying the attention of officials 
charged with the administration of the act is that of prod- 
ucts and commodities subject to seasonal influences. It is 
expected that an amendment will be forthcoming in the near 
future. On the whole, the cooperation of all interested per- 
sons appears assured. 
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RAW MATERIAL PRICES 
M.W.S. INDEX 






























WHOLESALE PRICES 






































U. S. DEPARTMENT OF LABOR INDEX OF 28 BASIC COMMODITIES 
Spot Market Prices—August, 1939, equal 100 


May 1 May 8 
28 Basic Commodities .......... 167.0 184.3 
Import Commodities ............ 161.9 186.5 
Domestic Commodities .......... 170.4 153.6 


May 1 May 8 
Domestic Agriculturai .......... 167.4 186.3 
WRU REMIND So oa anole vie lalecinweswis-s wieis 162.3 187.2 
og re | er eee 170.8 153.8 





Commodity Briefs 








Grains. Prices of all grain futures recorded modest gains in 
the latest week, apparently taking their cue from wheat, where 
trading reflected the substantial farm approval of the higher loan 
rate. Crop reports continue to be dominated by favorable news, 
but the normally bearish effect of such reports is of scant conse- 
quence when weighed against the stabilizing effect of the loan rate. 


*- * * 


Cotton. Traders were taken by surprise by the news that the 
C.C.C. would accept bids this week for the purchase of cotton 
under its general sales program. Selling, however, was restrained 
by the more favorable tenor of war news and comparative firmness 
in the securities markets. Domestic consumption is setting new 
high records as a result, mainly, of the shift from lighter to heavier 


weight constructions. 
* * & 


Wool. Consumption in the first four months of this year, on a 
scoured basis, totaled 137,670,000 pounds, compared with 11,528,000 
in the same period last year. 





Coffee. Imports this year are far below 75% of the 1941 level. 
Receipts in the first four months were only 64% of those in the 


same period a year ago. 
* * 


Rubber. Reports are current that Great Britain is paying bonuses 
of 30 to 60 cents a pound to encourage more production of rubber 
in Ceylon. Our domestic price is pegged at 22'/2 cents a pound, 
which compares with the price of 72.2 cents in 1917. 


* * * 


Sugar. Sugar imports at all domestic ports were off 46% for the 
first four months of the current year. Of this Cuba contributed 
489,000 tons compared with 831,000 tons a year ago. 


* * * 
Newsprint. The basic maximum price has been set at $50 per 


ton with differentials set for various areas and types of paper. 
Maximum prices have also been set for converted paper products. 
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The Personal Service Department of Tue Macazine oF WALL STREET will 
answer by mail or telegram, a reasonable number of inquiries on any listed securities 
in which you may be interested or on the standing and reliability of your broker. 
This service in conjunction with your subscription should represent thousands of 
dollars in value to you. It is subject only to the following conditions: 


1, Give all necessary facts, but be brief. 


2. Confine your requests to three listed securities. 
3. No inquiry will be answered which does not enclose stamped, self-addressed 


envelope. 


4, If not now a paid subscriber use coupon elsewhere in this issue and send check 


at same time you transmit your inquiry. 


é 


Special rates upon request for those requiring additional service. 





Oliver Farm Equipment Co. 


What ts your eurrent appraisal of Oliver 
Farm Equipment common chiefly for price 
enhancement but for income as well? Would 
you advise averaging at this time on 150 
shares which cost me slightly more than 30? 
My broker is most enthusiastic about the 
possibilities of this based on its selling at one- 
half of working capital and one-third of book 
value. I would appreciate your opinion, 
however, because I have found it very re- 
liable-—J. F. C., Salem, Oregon. 

In the report of Oliver Farm 
Equipment Co. for the 10 months 
ended Oct. 31, last, the company 
made the best showing since 1937 
and earned the equivalent of. $4.93 
a share on the 336,390 shares of 
common stock outstanding. The 
company changed its fiscal year to 
end on October 31, beginning with 
last year and hence no direct com- 
parison is available with the preced- 
ing year. However, for the calendar 
year 1940, earnings of $2.56 a share 
were shown. Because of the. fact 
that the common stock represents 
the sole capitalization aside from 
the $2,250,000 of serial bank loans 
due serially from September 1942 to 
1948, stockholders may look forward 
to liberal dividend treatment if the 
earnings hold at recent levels. Last 
year dividends totaled $1 a share and 
one dividend of 50 cents has been 
paid in February of this year, follow- 
ing a like payment last October. 


MAY 16, 1942 


This would indicate dividends at the 
rate of $2 a share annually. While 
production of agricultural equip- 
ment will be curtailed by material 
shortages and this division will suffer 
accordingly, the company is actively 
engaging in armament work and out- 
put here may be expected to prove 
an offset to the decline on regular 
lines. Unlike the automobile manu- 
facturers, however, agricultural 
equipment is an essential to the suc- 
cessful prosecution of the war and 
while output will be curtailed, it will 
not be stopped altogether. Thus the 
company will have a mounting vol- 
ume of war business superimposed 
on its regular activities and as de- 
liveries are stepped-up, the profit 
factor should be well supported de- 
spite the indicated higher tax bur- 
den. Financially, the company is in 
excellent shape with current assets 
as of October 31, last, amounting to 
$20,102,924, including cash alone of 
$4,261,233, comparing with current 
liabilities of but $3,473,186. Net 
working capital per share of stock 
amounted to $65.83 at the date of 


the latest report. With the stock 
selling at levels reasonable in rela- 
tion to the indicated dividend return 
and earnings, it is believed that it 
should participate fully in any im- 
provement in the market generally 
and in the meantime the better than 
average support shown over recent 
weeks should be continued. 





General Foods Corp. 


Do you feel that the recent quarterly divi- 
dend cut to 40c on General Foods common 
fully discounts the reduced earnings expected 
this year? Are further dividend cuts ahead? 
I would appreciate your opinion because I 
have 50 shares at 40 and contemplate buying 
50 more around 25. Is this wise from the 
standpoint of income and appreciation? Does 
General Foods face a declining earnings trend 
for the duration or are the proposed new 
products suitable to wartime conditions likely 
to improve profit margins?—J. C. H., Mem- 
phis, Tenn. 

At the time of the announcement 
of the dividend reduction on General 
Foods common stock, the manage- 
ment pointed out that the payment 
of 40 cents a share on May 15 should 
not be construed as a sure indication 
of what future payments will be since 
this will naturally depend upon a 
number of unpredictable factors now 
strongly influencing the corpora- 
tion’s earnings. Chief among such is 
taxes and while we do not yet know 
to what heights these may eventual- 
ly rise, it is apparent that we are fast 
approaching the uppermost limit, or 
will before the present session of 
Congress settles the rates to apply 
against earnings for the current year. 
The earnings report for the first 
quarter of the current year is prob- 
ably a good indication of what to ex- 





When Quick Service Is Required, Send Us a Telegram 


Prepaid and Instruct Us to Answer Collect. 
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pect in the way of earnings during 
the war emergency period, however, 
since reserves for taxes and contin- 
gencies were greatly increased to 
meet the new circumstances so far 
as these could be foreseen. Thus, 
the report shows net earnings equal 
to about 49 cents a share as against 
8214 cents a share earned in the 
similar period of the previous year. 
It is well to note, however, that the 
company suffered no decline in the 
volume of business handled which, 
as a matter of fact, actually in- 
creased to new record highs both in 
tonnage and dollar values with sales 
during the latest period of $55,846,- 
371, comparing with $45,249,496, a 
year before. Tax, inventory and 
other contingency reserves during 
the first quarter this year amounted 
to $6,303,542, as compared with 
$2,764,314 in the first quarter of 
1941. While the future of the com- 
pany under a war economy is sub- 
ject to the same uncertainties as all 
industry, it does have the definite 
advantage of being engaged in a 
business indispensable to the health 
and well being of the entire country 
and as such volume of business han- 
dled should continue to hold at high 
levels. Constant research has long 
been the company’s policy and its 
effectiveness from both the stand- 
point of the consumer and stock- 
holder has been amply demonstrated 
over a period of years in the numer- 
ous improvements and new prod- 
ucts developed. This development 
work should continue to add to the 
company’s potential earnings posi- 
tion during the period ahead even 
though certain lines may no longer 
be available and will of necessity 
have to be curtailed or possibly en- 
tirely eliminated. In the tapioca di- 
vision, for instance, the loss of the 
East Indies shut off the supply 
source, while coconuts were normal- 
ly supplied mainly by the Philip- 
pines. Because of the growing trans- 
portation problem, even such staples 
as coffee and cocoa may be curtailed. 
Nevertheless, it should be reassuring 
to stockholders to recognize the 
fundamental nature of the business 
in which the company operates. 
This should continue to attract in- 
vestment support to the stock and 
in our opinion the rate of dividend 
payments should justify confidence 
in the shares at recent levels. 


BUY WAR BONDS! 
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Crown Cork & Seal Co. 


Is there any special “fly-in-the-ointment” 
retarding Crown Cork & Seal common? It 
seems greatly undervalued to me having 
earned $4.68 last year and selling at 16. 
Does this indicate the company is so seriously 
threatened by disruption of tin and cork im- 
ports? I understand, however, that the com- 
pany is increasing its arms work and has 
contracted with leading steel companies for 
electrolytic plating and this has vast possi- 
bilities. My holdings consist of 200 shares 
at 27—H. A. R., Duluth, Minn. 


With earnings for last year equal 
to $4.68 a share on the common 
stock after preferred requirements, 
as compared with $3.90 a share the 
year before, it is evident that there 
must be some unfavorable factors in- 
volved in Crown Cork -& Seal with 
the stock quoted around 15, even al- 
lowing for the generally low appraisal 
being accorded wartime earnings. 
The threat of raw material shortages 
as well as the outlook for higher 
taxes and costs doubtless account for 
the recent market decline. Prospects 
for the important tin container di- 
vision are naturally threatened by 
the shortage of tin supplies, while 
the principal sources of cork are 
Spain and Portugal and the shipping 
shortage may bring imports to seri- 
ously low levels. However, supplies 
now available are believed to be am- 
ple for some time ahead although 
priorities will limit production to 
necessary items and a falling off this 
year in regular line business of the 
company is indicated. The organi- 
zation has developed a new process 
for electrolytically plating steel. This 
process is said to make possible the 
tin-plating of steel in continuous 
strips instead of in sheets as is re- 
quired under the process generally in 
use. Because of better uniformity of 
applying the coating of tin under the 
newly developed method, it results in 
a material savings of the tin applied. 
Due to the necessity of conserving 
this scarce metal, the company has 
already found a number of the lead- 
ing steel producers receptive to the 
method and has entered contracts 
making the method available to 
them. In addition to the income in- 
dicated from this source, the com- 
pany has entered into contract with 
the Government to supply substan- 
tial amounts of gun mounts, gas 
mask canisters and other defense 
materials which it is in a position to 
produce. Such business may be ex- 
pected to expand over the period 
ahead and offset in some measure 


the loss of regular peace-time lines 
resulting from material shortages 
and priorities. In the annual report, 
the company pointed out that it js 
actively engaging in the develop. 
ment of substitutes which may satis. 
factorily replace certain of the mate. 
rials no longer available for produc. 
tion of standard items. Of course, 
tin plate is still available on essen- 
tial food containers but many types 
have been restricted already. With 
current prices seeming to discount 
the unfavorable factors involved, we 
feel that maintainence of holdings is 
desirable. 








Allegheny Ludlum Steel Corp. 


How do you appraise Allegheny Ludlum 
Steel common at this time? I am wondering 
what to do with 100 shares which cost me 
28%. The stock looks favorably situated for 
the duration with capacity assured, but | 
fear the impact of heavy taxes on earnings. 
Are capacity increases and improved operat- 
ing efficiency likely to act as offsets? What 
are the prospects for 1942 dividends com- 
pared with the $2.25 received last year? Your 
opinion will be highly valued and help me de- 
cide—R. H. 8., Akron, Ohio. 

The growing use of alloy steels 
during recent years has been greatly 
accelerated by the demands of war 
and the plant capacity of Allegheny 
Ludlum Steel Corp. has accordingly 
been hard pressed to meet these re- 
quirements. This capacity has been 
steadily expanded, however, with 
some $3,400,000 being spent last year 
for that purpose. Nevertheless, it is 
apparent that capacity operations 
will be continued under the growing 
impetus of war business in prospect 
for the months ahead and output 
will be limited only by ability to pro- 
duce. Last year the company re- 
ported earnings of $5,062,709, or the 
equivalent of $3.86 a share on the 
common stock, as compared with 
$3,722,107, or $2.78 a share for 1940. 
Net sales during the year reached a 
new high record at $91,217,999, 
which compared with $54,702,998 in 
1940 and $37,332,141, for 1939. The 
fact that a larger percentage of gross 
was not brought through to net was 
due primarily to the sharp increase 
in the income and excess profits taxes 
and results this year will further re- 
flect these increases. In the initial 
quarter this year, for example, earn- 
ings per share of common declined 
to $1.02 as against $2.12 in the like 
period of last year. Unfilled orders 
on hand at the close of the quarter 
amounted to approximately $35 mil- 
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lion, and the company announced 
that it had purchased about $5,200,- 
000 in tax anticipatory notes, and 
that cash in banks amounted to $4 
million. The matter of future divi- 
dend payments is naturally upper- 
most in stockholders minds current- 
ly, but it is a question which cannot 
be answered with certainty in view 
of the fact that the level of taxes on 
this year’s income has yet to be de- 
cided by Congress. However, the 
fact that finances are in good shape 
and the outlook for sales is excellent 
suggests that dividends will be con- 
tinued even though the total may 
be forced somewhat below that of 
last year. Such a possibility appears 
largely discounted in recent share 
prices, however, and with the growth 
outlook for the alloy steel business 
above average, the shares are be- 
lieved to hold interesting speculative 
possibilities here. 


Continental-Diamond Fibre Co. 


Would you advise the purchase of 100 
shares of Continental-Diamond Fibre com- 
mon around 8 as a speculation? I already have 
100 shares at 114%. While this shows a capi- 
tal loss, I am pleased with the $1 dividend 
received last year. Is it reasonably secure? 
In your opinion, will the loss of civilian busi- 
ness be more than offset by war business? 
I would be glad to have your latest analysis 
of this situation—R. B. C., Hot Springs, 
Arkansas. 

Business of Continental-Diamond 
Fibre Co. last year showed a pro- 
nounced improvement over the pre- 
ceding year, with net sales amount- 
ing to $11,203,215 compared with $6,- 
311,779 for 1940. Due in large meas- 
ure to the sharp increase in taxes to 
which the company was subjected, 
the gain in net was held to modest 
proportions with $1.99 a share 6n the 
capital stock comparing with $1.24 
earned the year before. Finances 
also improved and at the close of 
1941, net working capital stood at 
$2,959,899, including cash alone of 
$551,726. Although a large volume 
of civilian business has been lost as a 
result of the war and the resultant 
restrictions of production in the au- 
tomobile and electrical equipment 
fields, this has been more than offset 
by the receipt of large orders from 
essential war industries which carry 
high priority ratings and thereby as- 
sure the company of adequate raw 
materials. Of particular importance 
in the sphere of essential products 
currently, are the acid resistant plas- 
tics produced by Haveg Corp., a 
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controlled subsidiary. These are 
being used in considerable volume in 
numerous branches of the chemical 
industry. Last year, in addition to 
heavy charges for contingencies, the 
company decided to write off its in- 
vestment in a wholly-owned French 
subsidiary which was located in Ger- 
man occupied France and upon 
which the management had been un- 
able to obtain information since the 
United States entered the war. A 
sum amounting to $191,379 was ap- 
propriated for this purpose. The 
various laminated and molded plas- 
tic and mica products produced are 
widely employed in a number of 
industries now being stimulated by 
wartime demands including the im- 
portant aircraft and related busi- 
nesses. Because of lightness as com- 
pared with many scarce metals, 
plastics of the type produced are 
finding a steadily widening market 
and it is probable that after the war 
many such applications will prove 
permanent. Not only is there a 
weight advantage over the material 
displaced in most instances, but the 
matter of relative cost and resistance 
to corrosive action often favors the 
specialty fibres and plastics pro- 
duced by Continental. In the light 
of these prospects, the shares appear 
to offer exceptional appeal at recent 
levels both for market action and 
dividend return. 
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in the financial reports that com- 
panies who may earn from five to 
ten dollars a share usually pay less 
than half of their earnings to the 
stockholders and a very large sum 
is generally carried to surplus. In 
view of the fact that many of these 
companies are already well cushioned 
with very healthy surplus funds, it 
is hard to understand why they need 
to add further large sums. 

“Another factor that is causing 
trouble is the large sums that are 
charged off for depreciation and de- 
pletion. Of course we all understand 
that changes in machinery, equip- 
ment and buildings to bring them 
up to date, but the amounts that 
are withheld from net earnings of 
the companies for this purpose do 
run into staggering totals. 

“As I see the picture it would ap- 








































afiy precious 
ips to or from Califor- 
nia—on war work, civilian business, 
or recreational travel—by taking 
these extra-fast Santa Fe stream- 
liners ®@ The Super Chief leaves 
Chicago and Los Angeles twice 
weekly; The Chief leaveseveryday. 


A Friendly Suggestion 


During the war, you can help make 
travel easier for everyone by do- 
ing any one or all of these things: 
@ Please make your reservations as 
early as you can. Buy your ticket at 
the same time, if possible. Round- 
trip tickets save time, worry and 
money. If you must cancel reser- 
vations, do so promptly, thus re- 
leasing space for others. 
@ Travel is heaviest, during July 
and August, on week-ends and 
holidays—pick other months and 
other days, if convenient. 

For friendly help in planning 
your western trip, just consult any 
Santa Fe representative, or write: 


T. B. GALLAHER 
Passenger Traffic Manager 
1086 Railway Exchange 
Chicago, Illinois 
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§ dcx market is establishing a base for substantial re- 

- covery in selected stocks now materially undervalued 
in relation to intrinsic worth . . . earnings, dividends and 
business prospects. In the coming upmove, the extent 
to which you recoup losses and 


Exceptional Possibilities Open 
in Coming Market Movements .. . 


buy and when to sell, you can take advantage of im- 
portant market movements. You can also gradually 
lay the foundation for income and capital growth through 
our Longer Term Recommendations. All commitments 
made on our advices are kept 





strengthen your investment posi- 


what to hold .. . what to buy... 





Now .. . and during the vital 


financial welfare, we urge that 


would consult professional ad- 


and prediction of market trends, 








an outstanding record... overa ~\ 


. . what and when to buy and sell. 


Washington Service—Weekly reports on 
THE Forecast has established political developments and effects. 


\ under our continuous supervi- 


tion will depend on your knowing | TWO Specialized Services sion . . . you are also informed 


At The Price of ONE! 


when to contract or expand your 


when to buy and when to sell. position. 
Through The Forecast . . . 
| Take Advantage of Security Advisory Service—Individual Rare Opportunities 
HE programs to take advantage of short, in- ° 
: FEREEAST Gommet termediate and major market movements Developing 


Prepare NOW to invest in spe- 


i months ahead . . . when judicious Telegrams on all short term recommenda- ‘ inal Rs 
silitiee aia ial . si sdiialie tions ... Trading Advices, Bargain Indi- cial situations . . . securities 
cti an mean so mucl u {eh ; 

5 y cator and Unusual Opportunities. ially selected to benefit 





: Consultation service by wire and by mail. —— huge arms volume, stabil- 
} you avail yourself of Forecast Dow Theory Interpretations—W eekly ization of costs and improved 
; counsel. We suggest that you do Supplementary Service for Comparison. if . 
‘i Applied to major, intermediate and minor operating efficiency. ou wis 
so on the same basis that you trends with penetration points. P 8 y y 


to concentrate in low and mod- 


: es é Through The Trend Letter... : 
; vice when it is essential that you ‘ 8 ‘ rae erate priced common stocks . 
iF Business Service—Current situation .. . : i ‘ : 
know what to do. latest prospects . . . with charts. which gives you a wide selection 
: : On The Industrial Front—Appraisal of in today’s markets . . . we suggest 
In the field of security guidance outlook for industries in our war economy. y 


our Unusual Opportunities pro- 
gram. With moderate capital, 
f you can follow these definite ad- 








period of 24 years . . . with its 

? authoritative sources of data, unique business contacts 
q and widespread facilities. Its staff, as a result of long 
; and practical experience, has advantageously served 
investors and traders in many crucial situations. 


What and When to Buy and When to Sell 


Through our short-term advices of what and when to 


vices in sizable units of shares. 


To cooperate with you under present conditions, we 
are glad to extend to you our new 
special offer of Free Service to 
June 15. By that date your market 
and investment positions through our counsel should be 
considerably improved. 


Free Service 
to June 15 





















be assigned at any time without your consent.) 


Send me collect telegrams on all recommendations checked below: 


combed 





~ ‘a ~ y ~ y ~7s ~ 
THE INVESTMENT AND BUSINESS FORECAST Free Air Mail 
of The Magazine of Wall Street Service 
90 BROAD STREET ABL aSS: } J . i 
CABLE ADDRESS: TICKERPUB NEW YORK, N. Y. [iCheck here if you 
I enclose (] $75 to cover my six months’ test subscription [] $125 for a full year of The Investment and wish Air Mail and it 
Business Forecast with serviee starting at once but dating from June 15, 1942. I understand that re- will expedite delivery 
gardless of the telegrams I select, I will receive the complete service by mail. (Your subscription shall not of our weekly and spe- 


: oO UNUSUAL Low-priced Common Stocks for Market Appreciation. Maximum of six stocks States and Canada. 
4 carried at a time. $1,200 capital sufficient to buy 10 share units of all 
: OPPORTUNITIES recommendations. - 


O TRADING Active Common Stocks for Short Term Profit. Maximum of six stocks carried advisory capacity, han- 
ADVICES at a time. $2,400 capital sufficient to buy 10 shares of all recommendations. dle no funds or securi- 


Dividend-paying Securities for Profit and Income. Maximum of six stocks cial interest in any 

e BARGAIN é : 
I carried at a time. $2,400 capital sufficient to buy 10 share units of all Issue or brokerage 
NDICATOR recommendations. house. Our sole objec- 


OE Tat AD Ca ai ERROR 5 I SAR ates gree eee CAPITAL OR EQUITY AVAILABLE............. : : 
your capital and in- 

ING ee, as aoc g Senin. Pielebinle bein oo ad eee R ees eR Se snus cine rerum Emre eines come through counsel 

Sarr ae oo rate yee, ss ee cing Ae ce puna te lees PE ah een), May 16 to minimize losses and 


Continuous Consultation. Submit Your Securities for Our Latest War Economy Analysis. 
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pear that management and labor 
fully expect to hang grimly to every 
gain made up to the present and the 
ral owners will take what is left. 
[ will be glad to work in with any 
plan that will help this situation.” 
Roy Woodruff, 
Woodruff’s Nursery, 
Eugene, Oregon. 







“Your comments in your latest 
issue in regard to high salaries, pen- 
sions, bonuses, etc., of executives 
meet with my approval exactly. 

“In some way these salaries should 
be regulated by earnings, and as far 
ws pensioning a man who makes from 
| fity thousand to one hundred fifty 

thousand dollars per year it seems 
ndiculous. Many of us who have 
earned only a fractional part of that 
umount have arranged for our own 
retirement, and if they cannot do 
the same they are not good execu- 
tives. 

“IT hope you will pour it on the 
ume way, and as for me I am not 
signing any more proxies without 
careful reading.” 

C. M. Harwell, M. D., 
Osceola, Ark. 


“You mvite suggestions with re- 
yard to your leading editorial in the 
issue Of April 18th. 

“I would like to say that I think 
itt a fine statement of the case. 
[have been very much disturbed 
lately at some of the fat salaries 
ind pensions allowed executives of 
wme of the companies. Your state- 
ment of the case is moderate and 
fur, because you say it does not ap- 
ply to all companies and that is true. 

“Personally I hope you will keep 
hammering away. I am not going 
to suggest that you overload your 
program, but I am disgusted with 
the small amount of stock held by 
some of the directors of our large 
corporations indicating a lack of in- 
terest and faith. But perhaps if you 
mdertake one reform at a time it 
wll come out better.” 

Clarence S. Pellet, Chicago. 


“In general, stockholders believe 
that executives are overpaid, and 
when one scans the list of the im- 
posing list of vice-presidents and 
tther officials, and the amounts paid 
them, there seems to be some justi- 
fication for criticism. 

‘I call your attention to the en- 
losed proxy from Standard Brands, 
relating in detail an arrangement 
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made by thew board of directors 
with their president, Mr. James 8S. 
Adams. Briefly, Mr. Adams may re- 
tire after five years of service, and 
after having drawn the sum of one- 
half million dollars for five years’ 
service, he is entitled to a pension 
of $12,500 per year until he dies. He 
may choose to draw a smaller year- 
ly pension, in lieu of which the com- 
pany agrees to pay a substantial 
amount to any beneficiary he may 
designate, said beneficiary to receive 
this benefit yearly until his death. 
Furthermore, Mr. Adams has an op- 
tion to subscribe to 50,000 shares of 
the company’s stock at a price of $5 
per share. It would not be fair to 
make a uniform scale of remunera- 
tion for executives, because much 
depends on the size of the organi- 
zation, and how onerous the duties 
are. Let us, by all means, pay a lib- 
eval salary to capable executives 
while active in the management, but 
pension rights and other privileges 
should be sharply curtailed. 

“It might become necessary to 
make all salary arrangements with 
executives subject to stockholders’ 
approval, 

“As you know, Standard Brands 
recently passed the dividend.” 

William Johnsen, 
New York City. 





As I See It! 
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much we are willing to give up for 
our country and our interest in pre- 
serving a dominant position for our 
race as white men. 

The forces of destruction set in 
motion by Hitler are shaking the 
entire world, with every evidence 
now that 1942 will mark the climax 
of this titanic struggle. Already the 
battlefield spreads over three-quar- 
ters of the earth, and if Japan wins 
control of the Pacific this hemisphere 
too will become actively involved. 

Having mopped up the outposts 
and occupied the most desirable 
strategic bases, Japan is concentrat- 
ing major forces to drive the white 
man from the Far East. While to 
secure her position on the Asiatic 
continent, her forces are moving on 
Chungking from two directions— 
north from Burma—south from 
Manchukuo—in an attempt to sur- 
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DIVIDEND ON 
COMMON STOCK 


The directors of Chrysler Corporation 
have declared a dividend of one dol- 
lar ($1.00) per share on the outstand- 
ing common stock, payable June 13, 
1942, to stockholders of record at the 
close of business May 15, 1942. 


B. E. HUTCHINSON 
Chairman, Finance Committee 














round Free China and push her out 
of the war. 

In five short months Nippon has 
reached her main objectives, and is 
in control of the richest prizes on 
earth. Compared with this, Hitler 
has been a colossal failure, for after 
nearly three years of war he is still 
chained to the European continent 
on which he has only a precarious 
hold at best. The initiative is gone 
out of him. In desperation he 
thinks in terms of poison gas with 
which to overcome us for he finds he 
cannot do so as man to man. He 
sees our vast armadas of planes al- 
ready on the horizon. It tortures 
him for it spells defeat for him—and 
disaster for Nazi Germany. 

The Russian war has evidently 
taxed Hitler’s strength to such a 
point that it seems reasonable to be- 
lieve his armies are incapable of un- 
dertaking a major offensive—that 
they are strong enough only for de- 
fensive action in a war of attrition. 

On the contrary the United Na- 
tions are consolidating their posi- 
tions. They will no longer have to 
be spread thin but will be able to 
concentrate their forces at key points 
—something they were unable to do 
while the Axis powers were hitting 
everywhere on all fronts. 
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BOOKS... 


For the Business Man 


THIS FASCINATING RAILROAD 
BUSINESS 

ROBERT SELPH HENRY 

Bobbs-Merrill Company, Indianapolis, 

520 pp. $3.50. 

An expansion of the author’s ‘‘Trains,’’ this 
latest hook from the pen of Mr. Henry, is a 
matter-of-fact railroad story, sans sentiment, 
which should appeal to those interested, not 

only in the past, but the future of American 
railroads. 





>re«K< 


INTRODUCING AUSTRALIA 
C. HARTLEY GRATTAN 
John Day Company, New York. 331 pp. $3.00. 

Written by an American authority on Aus- 
tralia, Mr. Grattan’s book is not only timely in 
acquain us with America’s major Pacific 
ally, but is authentic and will prove most useful 
to the armed forces, their friends and others 
interested in knowing more about the No. 1 
nation ‘‘down under.’’ 

»>e«K<« 


A. B. C. OF LATIN AMERICA 
FRANK HEINIUS 
David McKay, Philadelphia, 134 pp. $1.50. 

Is a comprehensive reference manual, up-to- 
date as to f indispensable for the Ameri- 
can business man and student, doing business 
with, or contemplating doing business with our 
good neighbors of Latin America. The book is 
confined exclusively to present day information 
with no references to history or past perfor- 
mances. A desk book on the ‘‘must list.’’ 

»> @ «« 


FINANCING THE WAR 
TAX INSTITUTE, PHILADELPHIA 
357 pp. $2.50 

A well drawn biue print for the nation to 
follow if the pitfalls R.. inflation are to be 
avoided. The book mprises  amgye well 
written chapters on van ous phases of war 
financing and is prepared by a number of 
experts. 


a>r7e<«c¢ 
These books may be ordered from The 
Magazine of Wall Street book department. 





The victory in the Coral Sea is 
only the beginning. In the future 
we can expect larger scale warfare 
in the Pacific than we have yet wit- 
nessed. The United Nations can 
now operate from Australia and the 
islands on the fringe of the Pacific, 
from Madagascar and South Africa. 

In the meantime the time lag 
must be greatly upsetting Hitler’s 
plans. In addition, there is the un- 
willingness of the German people to 
fight for Japanese victories. To de- 
feat Japan we must destroy Hitler’s 
remaining strength for at this stage 
of the game we cannot permit a 
stalemate to develop in Europe 
which will immobilize large forces of 
men and materials and _ aircraft 
which need to be used to stop the 
Japanese and push them off the 
Asiatic continent — and prevent 
them from occupying India, the 
solar plexus of white control in the 
Pacific. 

We must hold Japan and concen- 
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trate our efforts on defeating Hitler 
so that eventually we can join with 
the armies of Europe to march 
against our common enemy in Asia 
—and to victory. 





First Quarter Earnings 
Round-Up 
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higher level. However, the manage- 
ment has felt that the corporation 
should not profit from the abnormal 
volume of the war program, and 
has, therefore, endeavored to stabil- 
ize earnings at pre - emergency 
levels.” 

Read that over again. Here is a 
war producer whose management 
says, in effect, that its deliberate 
policy is not to increase earnings 
over pre-Pearl Harbor levels even if 
taxes so permitted. It takes no 
credit away to observe that the com- 
pany, in voluntarily reducing war 
contract profit margins, has done 
what all prosperous war producers 
will be increasingly forced to do in 
any event. Congressional agitation 
over war contract profits is no secret, 
nor is it a secret that procurement 
officials will increasingly make use 
of their power to re-negotiate such 
contracts. 

In the case of United Aircraft, 
stabilized earnings—and probable 
dividends—are not exactly de- 
pressed. We estimate that, had the 
House committee’s present tax 
schedules been in effect last year, 
net would have been reduced only 
from $6.29 per share to approxi- 
mately $5.43 per share, the latter 
figure comparing with dividend pay- 
ments of $4 in 1941 and $3.50 in 
1940. 

But from the point of view of 
stockholders, it does not seem fair 
that the matter of profit margins on 
war work should be judged alike 
for all companies. Note, for exam- 
ple, the difference between the big 
automobile companies and some of 
the railroad equipments. The former 
are financially strong and share- 
holders for some years prior to the 
war activity had received good divi- 
dends. These stockholders will make 
a temporary sacrifice in normal 
dividend income. Contrast this with 
such situations as American Loco- 
motive and American Car & Foun- 


dry. Stockholders have not re. 
ceived a common dividend from the 


former since 1931 nor from the lat- V 
ter over the same period except 95 94 
cents in 1937. As of March 31 there 9" 
were arrears of $42.75 per share on that 
the preferred stock of American 9" 
Locomotive. The $7 preferred of 9} 
American Car & Foundry is non- evid 
cumulative. Over the ten years 9%! 


1932-1941 preferred shareholders re. § >! 
ceived a total of approximately 0: 
$20.80 or an average of $2.08 a year plac 
on a stock entitled to $7 annually §® 
when earnings justify. Present earn. § 
ings of rail equipments must be §/# 
considered temporary. War-time §?¢! 
sacrifice by these stockholders js §*° 
merely more of a now long story— 924 
to be continued when the war ac- 
tivity ends. the 


Surely hungry stockholders —as § “7 
well as companies with a none too 4%" 
good capital position—should be §™ 
permitted by the Government to put the r 
on a little fat in this period. TI 

On the hopeful side, there is 


growing evidence that both Con- 
gress and the Administration ree- grap! 
ognize fully that our capitalist sys- § 
tem must be nourished by at least 
“reasonable” profits and dividends, 
and that the House committee's 
corporate tax plan represents the 
maximum that can possibly be im- 
posed without dangerously lowering 
the incentive for efficient production 
and for future private investment. 
This is so clearly true that the} 
Treasury proposes that 10 per cent} 
of payments on excess profits taxes 
be subject to refund after the war, 
which would really mean an 84 perf. 
cent excess profits tax instead of 
94 per cent. This idea presents va- 
rious administrative and other difi- 
culties and may not be adopted. 
But if some similar modification is 
not adopted, it is not improbable 
that Congress will finally adopt an 
excess profits tax rate lower than 
94 per cent and by a goodly bit. 








Varied Profit Potentials 
Under Proposed New Taxes 
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the $491,000 remaining after the taframp 
some $85,500 would have been neces fitilitie 
sary to make up the preferred deficit,finder 
leaving the common participation Mhile | 
only $405,500. The situation is n0hio — 












ommon, but other companies can 
be found in the same category. 

While Armour and Chicago Pneu- 
matic Tool are extreme cases, they 
we useful in illustrating the rule 
that companies with preferred shares 
ge in poorer position than those 
having only common stock. Further 
eidence of the validity of the rule 
an be found in the accompanying 
tables. 

Of the 30 concerns in the “better 
placed” category, only eight, Atchi- 
on, Case, Caterpillar Tractor, 
(rane, Container Corp., Lorillard, 
Paramount and U. S. Steel, have 
preferred issues, and most of these 
we in the table only because the 
method of appraisal is based on the 
lationship of the tax credit to 
the dividend. Of the eight only 
three, Atchison, Crane and Lorillard, 
show a better than average ratio of 
tax credit to 1941 earnings, while 
the ratio of Case is particularly poor. 

The reverse of the picture is 
shown in Table 2. In this list only 
nine, American Telephone & Tele- 
graph, Beechnut Packing, Burroughs 
Adding Machine, Commercial Solv- 
ets, Douglas Aircraft, General 
Electric, Parke-Davis, Sears, Roe- 
buck and Union Carbide, have no 
preferreds, and in general these have 
the best ratios. Admittedly some 
companies with preferred stock are 
rlatively well placed, but until the 
individual situation is examined 
hat kepticism should be shown towards 
per cent such concerns. The question of 
Sts tale capitalization is of sufficient impor- 
tance to receive careful attention. 
In addition to the specific ques- 
stead a tions already discussed, several im- 
sents va- gettant general inferences can be 
her a drawn from the tables. The invested 
adopted apital many companies show on 

their balance sheets may be mis- 
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ly Dairy, which appears from its books 
___ fv have a tax base of about $150,- 
F 0,000, but for which actual in- 
atials fisted capital seems to be nearer to 
y Taxes#400,000,000. War profits of such 
ims as Curtiss-Wright, which has 

§ credit cut to 20 cents a share, 
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average-earnings option, most of 
them would continue to adhere to 
the invested capital base, since their 
capital credits are still huge and 
they remain in relatively good 
position. , 

Perhaps the most interesting fea- 
ture of the tables, however, will be 
their potential value in forecasting 
1942 earnings, provided the House 
plan is adopted substantially as 
originally proposed. It should not 
be assumed that the credits shown 
mark a final ceiling on earnings. 
Nevertheless they are figures be- 
yond which the going will be hard. 
Just how hard will depend on the 
actual excess profits tax itself. If 
the tax is 94 per cent, as originally 
suggested, only 6 cents out of every 
dollar above the credit can be re- 
tained as profits, assuming the resi- 
due is untaxable. If the tax is 
lowered to 84 per cent, 16 cents, of 
course, can be kept. Whatever hap- 
pens this means that very substan- 
tial excess profits must be shown 
before they have much effect on the 
final figure in the income statement. 





How Good Are the Movies? 
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statement would imply. The prob- 
lem could be solved at least partially 
by additional cuts in Class B out- 
put and a greater concentration on 
Class A films. 

With some _ rearrangement of 
schedules, the increase in first quality 
films would permit a further de- 
crease in double features and make 
jt possible to change programs in 
early run houses with reasonable fre- 
quency. Whatever slack occurred 
could be made up to a considerable 
extent by revivals, which in many 
instances have proved good drawing 
cards in recent months, or by some 
lengthening of runs. The net result 
might well be no appreciable de- 
crease in attendance in early run 
houses. Independent producers and 
neighborhood houses would be ad- 
versely affected to some extent, but 
the companies controlling the large 
chains would suffer no material dam- 
age. 

The threat of taxes may dissipate 
itself. The motion picture industry 
is not particularly vulnerable to ex- 
cess profits taxes and should be in 
a good position if the rise in normal 


and surtaxes is held in check. The 
55 per cent rate originally proposed 
by the Treasury would have resulted 
in a decline in net, and, because of 
the capital structure, in a sharp de- 
crease in earnings applicable to the 
common shares, with the possible 
exception of Twentieth Century- 
Fox. The 40 per cent effective Fed- 
eral income tax recently approved 
by the Ways and Means Committee 
of the House would have a much less 
adverse effect. Coverage of pre- 
ferred requirements would be ade- 
quate and, in the case of those com- 
panies with a large tax credit, earn- 
ings might even surpass those of last 
year. 

Additional favorable factors are 
the agreement signed with the 
British Government last year, per- 
mitting withdrawal of 50 per cent 
of previously blocked funds and half 
of earnings through October 31, 
1942, and the exemption from price 
ceilings on theatre admissions. The 
former should prove especially bene- 
ficial to Loew’s, Paramount, Warner 
Bros., Twentieth Century-Fox and 
Universal, which have substantial 
direct or indirect interests in Great 
Britain, while the latter, though it 
will probably be exercised with cau- 
tion if at all, should provide particu- 
larly good protection against any 
adverse cost developments. 

Altogether, on balance, the out- 
Jook for the motion picture industry 
is apparently favorable. Some 
doubts exist as to the position of the 
independents, since the more con- 
structive aspects as to attendance 
and production schedules apparently 
point to the “Big Five” as the princi- 
pal beneficiaries. When all is said 
and done, however, taxes may prove 
the final earnings determinant. As- 
suming attendance holds up reason- 
ably well, net income is likely to be 
governed largely by the tax rates in 
force. 

One further matter should be giv- 
en consideration. The industry is 
building up a substantial “invisible” 
backlog which should stand it in 
good stead when the war is over. 
Normally some 30 to 40 per cent of 
its revenues come from overseas. 
Although the British Empire and 
Latin America are still open, this 
proportion has been cut by possibly 
2/3 as a result of the war. Current 
releases can be distributed in the lost 
market when the war ends, a fact 
which gives the motion picture- 
stocks interest as a peace time hedge. 
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New Industrial Patterns 
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in food consumption, merely some 
dietary changes to conform to 
shortages and use up surpluses; while 
consumption of both durable and 
non-durable civilian goods will de- 
cline appreciably, we are confronted 
with a strange economic pattern. 
The farmer, who has always main- 
tained, and not always with justifi- 
cation, that his economy has been 
overshadowed by benefits to indus- 
try and business, now is “king of 
the walk.” At the same time, while 
consumer goods will decline due to 
shortages of raw materials, that will 
not hold true in 100 per cent of the 
cases. There are some kinds of con- 
sumer expenditures for which avail- 
able supplies can and will be in- 
creased as the pressure of demand 
rises. It is to be expected that some 
substitutes will be found, that con- 
sumers’ demand will spill over into 
areas where expansion is possible, 
and that a fairly substantial increase 
in consumers’ expenditures for ser- 
vices will occur. Furthermore, de- 
terioration of quality in some lines, 
which will tend to maintain quanti- 
ties and yet not show up as a price 
rise, is more than probable. 

While it is obvious that the de- 
termining factor in limitation of non- 
durable goods and services will be 
shortages of raw materials and pro- 
ductive facilities—remember the 
labor shortage is confined almost 
exclusively to the skilled fields and 
plays a far greater role in war goods 
production than in consumers’ goods 
and services. 

We are therefore inclined to be- 
lieve that contribution to the war 
effort that must be made this year 
and next by the civilian population 
as a whole will not seriously impair 
the standard of living. This situa- 
tion will prevail only as long as the 
size of the armed forces is not so 
large as to strain our total labor 
potential and to actually curtail the 
food supply and a wide range of ser- 
vices available to civilians. The 
necessary cut in consumption will 
not apply equally to all consumers, 
since an increase in employment 
means that some persons will have 
considerably improved their position. 

In concluding this picture of 


154 


shortages we must remember that 
the major decisions regarding con- 
version of consumers’ durable goods 
industries such as automobiles, elec- 
trical appliances, etc., have been 
made. It can also be assumed that 
the armed forces and Great Britain 
will receive what food and clothing 
is necessary or can be shipped. Be- 
yond that, however, the consumers’ 
goods industries have little to offer 
that can be of assistance to the war 
program. 

Consequently, if railroad equip- 
ment, farm machinery, trucks, or 
other capital goods are produced in- 
stead of tanks and guns, we cannot 
expect to secure the resources for 
the armaments by cutting items of 
consumption which are physically 
incapable of contributing to arma- 
ments. 

We must assume that errors are 
likely to occur in the estimates on 
both the supply and demand sides 
of consumers’ goods. On the supply 
side the quantity of consumers’ 
goods likely to be available is often 
greatly underestimated by direct 
subtraction of war expenditures 
from national income. On the de- 
mand side, several dangers exist. 
The national income cannot be used 
as if it measured income in the hands 
of the consuming public. The more 
appropriate concept is to measure 
income payments to individuals. 
Even with this measure it should be 
kept in mind that the tax liabilities 
of individuals must be deducted to 
arrive at disposable income of con- 
sumers—and that, as yet, is not fully 
determined. 

While calculating the amount of 
spending likely to reach the market, 
it is necessary to take account of 
individual savings out of disposable 
income. The amount of these sav- 
ings will increase substantially be- 
cause of two prime factors. First, 
and most important, is the non- 
availability of durable goods usually 
purchased by consumers. But don’t 
calculate that all of the money 
usually spent in such channels will 
be saved. It won’t. It must also be 
remembered that installment obliga- 
tions will be liquidated with little 
opportunity to incur further obliga- 
tions of a like nature. Therefore 
consumer credit outstandings may 
decline by more than $4,000,000,000 
in 1942, and by as much as $3,000,- 
000,000 during the coming fiscal 
year. 
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The second factor toward indi- 
vidual saving is the War Bond Cam- 
































































paign, which is only now gathering ‘ 
impetus and which may eventually § 
be supplemented by some form of i 
compulsory saving—especially after ‘ 
the election periods are over. There. 
fore, while consumers’ incomes will 
rise, shortages of durable and even rr 
non-durable goods, plus credit re. : 
strictions, mounting taxes and either | 
enforced or voluntary savings will ’ 
check inflationary tendencies, which, 7 
as every economist knows, are a d 
post-war factor rather than a war 
condition, and stabilize not only a 
prices but the general economic 
pattern. _ 
We are going to disprove yet an- 4 
other time-honored Americanism, § 
“You can’t eat your cake and have “f 
it too.” We will eat our cake in the 9 
form of maintaining, to a large ex- : 
tent, our standard of living, insofar a 
as we will still have clothing to wear, m 
food to eat, shelter and a certain cs 
amount of amusements, and yet we ™ 
will increase our national income, i 
our national per capita wealth, and 4 
provide a cushion against the infla-§ . 
tionary period that is likely to follow a 
on the heels of the declaration of f 
peace. The result of these measures RY 
in our present industrial pattern will 
have a significant influence upon the a 
industrial pattern of the post-war ‘. 
era which, more than anything else, J 
will determine whether the standard | — 
of living has been permanently in- 
paired, as some doleful prophets in- 
sist. While the pre-war conditions 
will never return, there is no genuine | — 
reason to believe that post-war con- 
ditions will mean a lower standard 
of living—in fact, it may mean even J Shi 
a higher standard of living for more beii 
persons than was possible before the the 
present economic revolution oc: Lat 
cured. =P 
add 
Ma 
An Investment Program for} tin 
the Small Business Man g 
equi 
(Continued from page 119) “a 
It is in the choice of commol§ tion 
stocks that the business man il: new 
vestor will be required to exercise the § pect 
greatest discrimination. As a general Gre 
practice the so-called “war babies’ § to p 
should be avoided. It is becoming Ot. 
more and more evident that these ~" 
companies will make very litte§ It 
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money out of the war, probably at 
the best they will make no more 
than enough to safeguard their cur- 
rent position and perhaps pay a 
modest dividend. But fabulous prof- 
its are out—taxes will take care of 
that. 

Common stocks of companies op- 
erating under a rigid price structure 
should be avoided. Typical of these 
the shares of telephone, electric 
power, tobacco and department 
store companies. Taxes may take a 
heavy toll of earnings and compel a 
downward revision in dividends. 

The most logical compromise be- 
tween this group of issues and the 
outright war stocks are those com- 
mon stocks which might be classi- 
fed as war-peace issues. These 
would embrace the shares of those 
companies which are currently iden- 
tified prominently with the war 
effort but which also have distin- 
guished themselves industrially un- 
der normal conditions. Typical of 
this group are such companies as 
Johns-Manville, General Motors 
and Chrysler. Companies such as 
these will have much less difficulty 
in reverting and adjusting opera- 
tions to a peace-time basis than the 
average shipbuilding or aircraft 
manufacturer, for example. More- 
over, during the war there will have 
been in the making a large potential 
demand for their products. 





Another Look at Your 
Company 
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Shipments at the present time are 
being made at a rate in excess of 
the company’s productive capacity. 
Later in the year, however, plant 
capacity will be augmented by the 
addition of a new plant at Cape 
May, N. J., which at the present 
time is about one-third completed. 
For the twelve months ended March 
31, last, company’s earnings were 
equal to $2.49 a share against $2.96 
a year ago. Mr. Greene, president, 
has voiced his opinion that produc- 
tion and sales this year will make 
new records. Doubtless with pros- 
pective higher taxes in mind, Mr. 
Greene would venture no opinion as 
to probable earnings, however. 


Otis Elevator 


It has been officially announced 
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that in the first quarter of this year 
about 65 per cent of all orders on 
the books of.Otis Elevator were for 
direct war work. Practically all of 
the elevator business handled by the 
company was for war plants or ships. 
New orders booked by the company 
in the initial three months of this 
year were virtually on a par with 
last year’s bookings, but unfilled or- 
ders totaled more than $52,000,000 
against $34,000,000 at the end of 
March, 1940. Despite the fact that 
tax reserves in the first quarter of 
this year were set up at a rate equal 
to 60 per cent of net before taxes, 
earnings, after preferred dividends, 
were equal to 40 cents a share for 
the 2,000,000 shares of common 
stock. Last year’s earnings, after a 
39 per cent tax reserve, were equal 
to 32 cents a share in the first three 
months. Incidentally, the com- 
pany’s investments in countries 
either at war with the United States 
or occupied by Germany had been 
entirely written off by the end of 
last year. 





The Building Industry in War 
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been undergoing a number of 
changes even before the outbreak of 
war. Americans were rapidly be- 
coming a nation of home-owners. In 
numerous sections of the country 
the percentage of home-owners to 
renters was increasing with great 
rapidity. The event of the Federal 
Government stepping into the pic- 
ture and, first through the HOLC 
and later through the FH A, financ- 
ing construction, purchase and re- 
modeling of private homes, gave a 
great impetus to the “own your own 
home” movement. Ability to finance 
a new home at a low rate of interest 
and with a low initial payment 
brought into the home-owner field a 
vast army of average or low income 
wage earners. Whether this practice 
will continue after the war is not as 
yet definitely decided. Indications 
are, however, that such will be the 
case. 

Economists, as well as politicians, 
point out that the “own-your-own- 
home” policy is a sure antidote 
against widespread leanings toward 
Communism. They claim that the 
man who owns his own foot of 
ground and residence, or place of 









business, no matter how small or 
inexpensive, is less likely to lend a 
willing ear to communistic or other 
un-democratic teachings than the 
property-less individual. 

As was pointed out earlier in this 
article, the day of the big house has 
passed. By that we don’t mean that 
residential building has been con- 
fined to any one cost bracket; but 
even the more expensive homes, 
those running into better than 
$25,000, are smaller; devote more 
space to bath and recreation rooms 
than to ornate sitting, living, dining, 
and bed rooms. 

If the war has done nothing else 
it has given a great impetus to the 
prefabricated house industry. With 
speed and standardization of types 
and costs highly essential for defense 
housing the demand for prefabri- 
cated houses grew with leaps and 
bounds. Builders are unanimous in 
declaring that the post-war house 
will be, to a large measure, the pre- 
fabricated type. Although no defi- 
nite plan has been offered, it is gen- 
erally believed that builders will get 
together and lay out certain stand- 
ard specifications for the construc- 
tion of multiple type prefabricated 
houses to lower cost and increase 
efficiency in assembling. 

One of the difficulties to be over- 
come in the matter of prefabrication 
is that of labor. The building trades 
unions, among the strongest in the 
nation, have opposed prefabrication 
on the premise it reduces man work 
hours in construction. This claim 
cannot be denied but, as builders 
point out, it is absurd to penalize 
the American home-owner to main- 
tain unnecessary man work hours in 
home construction. Some plan, they 
believe, will be worked out which 
will satisfy unions on that score. Pre- 
fabrication does not eliminate pro- 
fessional labor; but, on the contrary, 
they say, provides more work be- 
cause of increases in volume. 

To break down the industry into 
its various branches, such as cement, 
bricks, lumber, steel, plumbing, 
heating, roofing, paint and varnish, 
etc., many factors must be taken 
into consideration. Some of these 
branches of the building indus- 
try are on a virtual 100 per cent 
war footing, others to a lesser de- 
gree. The cement people have the 
advantage of seeing their foreign 
competitors practically shut out of 
the American market because of 








shipping conditions. At the same 
time the rapid spread of defense 
highways has brought about an ad- 
ditional demand for their product. 
Now most of the branches of the 
building industry are included in the 
construction of prefabricated houses. 

In some sections of the country 
where no foundations are dug, other 
than the leveling of the lot to insure 
even flooring, such homes can be 
constructed in a relatively short 
time. We are not considering the 
freak 24-hour houses put up in con- 
tests or for demonstration purposes. 
The average time required for the 
completion of a four-room prefabri- 
cated house constructed with Amer- 
. lean materials is three weeks. That 
time will probably be “shaved” by 
one-third when the percentage of 
prefabricated houses is increased. 
The prefabricated house is expected 
to play another important role in 
the development of the nation’s 
housing. It will make it possible to 
use what have been heretofore 
known as “blighted areas”; sections 
of the nation, either urban or sub- 
urban, where real estate values were 
too low to warrant construction of 
houses costing more than a few hun- 
dred dollars. Improvements of these 
areas, plus low cost prefabrication, 
will make it possible to utilize these 
areas to a great extent. 

At the same time it must be borne 
in mind that lack of new apartment 
house building during the war years 
will mean that a large percentage 
of American apartment houses will 
have increased obsolescence and re- 
quire replacement. These apart- 
ment houses, like residences, are sub- 
jected to the same hazards of fire, 
of deterioration, attacks by termites 
and other ravages of time in war as 
well as in peace. The number of 
replacements necessary after the war 
will, of necessity, depend upon the 
length of the war, and the ability of 
the American people to finance this 
need. 

Many government officials are of 
the opinion that much of the war 
savings will be converted into pri- 
vate residences by war workers and 
others when peace is declared and 
that the average American, taught 
to save through necessity during the 
war, will be reluctant to abandon 
this habit and therefore invest his 
savings in real estate. 

To offset this argument, more 
skeptical builders point out that a 
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war worker, or aky person enjoying 
high war wages, who has saved 
sufficient money to cushion him 
against possible lay-offs and pay cuts 
during the post-war period, will be 
reluctant to take his savings and put 
them into a home until he is assured 
his earning capacity will be pro- 
tected. 

Taking it by and large then, it is 
generally felt that the building in- 
dustry, except for the “little fellow,” 
who is always the victim of unusual 
conditions, will not only weather the 
storm of war and weather it profit- 
ably, but will enjoy a considerable 
post-war business. New develop- 
ments, increased use of glass, of glass 
bricks, of plastics, of lighter ma- 
terials and prefabrication will all be 
felt in the post-war house. 

Like the builder, we are inclined 
to believe that the American home 
is here to say, and war or peace, 
fluctuation of values or stabilization 
of costs, Americans will always be 
essentially a home-owning people 
and the oldest of all industries, the 
building industry, will still flourish 
when many an upstart has been for- 
gotten. 





Five Stocks in a Strong Earn- 
ings Position for 1942 
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Government orders for shipping 
containers, while the present back- 
log is understood to be large. 
Margins before taxes should remain 
adequate, since wood products are 
not among the scarce items on which 
ceilings apply. As compared with 
probable earnings for the fiscal year, 
however, the company’s tax credit is 
relatively low. Based on a 40 per 
cent income tax rate and an excess 
profits tax of 94 per cent, net income 
should not rise much over $2.11 a 
share. Although working capital ap- 
pears to be adequate, some reduc- 
tion in the dividend rate might be 
necessary later in the year. 

Atlas is the largest maker of ply- 
wood packing cases in the United 
States, supplying some 30 per cent 
of domestic and 60 per cent of Cana- 
dian output. The textile industry is 
normally the largest consumer, ac- 
counting for about 25 per cent of 
demand. Eight manufacturing plants 
are owned in the United States and 
one in Canada. In addition, the com- 


pany owns substantial acreage, con- 
taining an estimated 240,000,000 feet” 
of hard and soft timber. Distribu= 
tion is effected through nine sales” 
offices. The earnings record is some-" 
what irregular, but profits have been © 
reported in every year since 1929 
with the exception of 1932 and 1938, | 
Capitalization consists of 62 075 
shares of $1.25 preferred and 141 50ae : 
shares of common. The common ~ 
shares recently sold at 13. 


Central Violeta Sugar 


Exemption from U. S._ taxes, | 
higher prices for the 1942 crop and ~ 
larger demand point to record earn-~ 
ings for Central Violeta Sugar for 
the fiscal year ending September 30, 7 
1942. Profits for the twelve months = 
ended September 30, 1941 were equal © 
to the best in the company’s history, - 
amounting to $1.63 a share. Sugar” 
production was 261,402 bags of 325 — 
pounds each, and average prices are 
indicated as having been somewhat ” 
less than 2 cents a pound. 

As contrasted with the 1941 price} 
the 1942 crop will be sold at the: 
equivalent of 2.65 cents a pound and_ 
profit margins should be the best in] 
recent years. Output also should rise | 
sharply, under the agreement where-" 
by the United States purchases the™ 
entire Cuban crop. Although an eX=/ 
act estimate of earnings is difficult,” 
the fact that the company is incorpo- § 
rated in Cuba and is not subject to” 
the high tax rates in prospect in the? 
United States should permit it to. 
increase its profits appreciably. 

Central Violeta was formed inj 
1936 to take over the properties of 
the Eastern Sugar Co. The company” 
owns approximately 60,000 acres of 
land and a sugar mill with a grinding 
capacity of about 500,000 bags of 
325 pounds each. Additional grind? 
ing capacity of about 275,000 bags 
is owned by the Velasco subsidiary. 
Because of the difficulties encoun 
tered by its predecessor, Central wag 
handicapped by limited cash re# 
sources until the end of the 1941 
fiscal period. Final payment of re 
organization expenses, however, to= 
gether with the improved operating” 
background permitted an increase it 
cash of $475,161 during the twelve 
months ended September 30, 1941 
Present finances are ample, as indie 
cated by the $1 dividend paid last 
year. An increase in the rate is pos 
sible, although directors are likely t@ 
delay action until late in the yeah 
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